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Some first-hand opinions of “academic freedom” 


AvutHor’s Nore: The extent to which college professors should be allowed 
freedom to do research and render services for industrial interests has 


been a moot question. 


To find out what leading social scientists think 


about the problem, the author sent a brief mimeographed questionnaire 

to about a hundred of them. The author hopes that the following article, 

based upon their replies, says something that should have been said long 

ago in an unbiased and impartial manner, and that it will be of real service 

to both college professors and to industrial interests in the promotion of 

mutual understanding. The author assumes entire responsibility for the 
authenticity of the statements. 


By DR. ROY L. GARIS 
ASSOCIATE PROFESSOR OF ECONOMICS, VANDERBILT UNIVERSITY 


CADEMIC freedom is difficult to 
A define. Its ramifications are so 
intricate and the problems that 
arise are so complex it is impossible to 
get anything like unanimity of opin- 
ion. Since an abstract definition or 
statement is virtually impossible, it is 
to be expected that one would find 
conflicting opinions as to the scope 
and limitations of academic freedom 
when related to concrete problems. 


In seeking the answer to the ques- 
tion “to what extent and under what 
conditions should university and col- 
lege faculty members be allowed to do 
research and render services for in- 
dustrial interests?” one finds several 
distinct types of opinion even within 
the professorial ranks. 

One group looks upon academic 
freedom as an inalienable right of the 
professorial relation. Persons who 


«v 131 








hold this opinion seem to have but 
little sympathy for those who main- 
tain the position that faculty members 
should have no connections with 
business interests. Especially are they 
critical of that group which seems to 
feel that “what ever is, is wrong.” 
Professors who maintain that aca- 
demic freedom should not be restrict- 
ed in any manner seem to feel that 
the university or college is the worst 
place to have a connection if there is 
anything to cover up. Hence any 
faculty member who abused his 
“freedom” would bring upon himself 
his own retribution. 


HERE would seem to be one aca- 

demic group which feels that 
everyone who fails to agree with it 
are reactionary and controlled by “big 
business.’’ Unless you believe in and 
fight for “public ownership of utili- 
ties,” you are not liberal. You have 
sold out to the “power trust.” The 
more vindicative you are in your 
criticisms of the existing order, the 
more “liberal” you are. To this group 
it is perfectly proper for “liberal” and 
“socialist” leaders to tour our col- 
leges and universities in order to lec- 
ture to students on the downfall of 
the present economic régime. Even 
as I write, a representative of the 
League for Industrial Democracy is 
giving a series of lectures to the stu- 
dents of Vanderbilt University—it 
being part of the league’s program to 
send speakers on lecture tours to the 
colleges of this country. Any profes- 
sor who would permit a “capitalist” 
to do likewise causes them the great- 
est concern. This group displays the 
greatest intolerance to be found in the 
academic profession. Although the 
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second group is fortunately only a 
small minority, yet its members are 
the most outspoken in their views. 
They have been so ruthless, bold, and 
subtle in their attacks against every- 
one who fails to agree with their con- 
ception of “academic freedom” that 
the timid element in the professorial 
ranks has not dared incur their wrath, 
however proper the relationship might 
be with the industrial interests they 
are equipped to serve. 

This group which believes one must 
be critical—even cynical—to be lib- 
eral seems to forget that they are fre- 
quently guilty of the “crime” they 
accuse others of. Like Eugene V. 
Debs they seem to be fearful of the 
fact that they may become conserva- 
tive. John Spargo has pointed out 
that when he was a Socialist he was 
sent out by the Socialist party to lec- 
ture to college and other groups. 
What is sauce for the goose would 
seem to be sauce for the gander. The 
first group which looks upon academ- 
ic freedom as an inalienable right 
feels that this biased view of the self- 
anointed “liberals” is, at least, partial 
evidence of the limitations of the hu- 
man mind. The outstanding clash of 
opinion is evident as between these 
two minority groups. 


A= view is that a university or 
college is a corporation and that 
academic freedom arises solely from 
the nature of the professorial connec- 
tion with this corporate organization. 
It follows from this that academic 
freedom is not personal or social free- 
dom in general but results from mem- 
bership in a faculty, which is the result 
of personal volition. Since every act 
of volition carries with it its own pe- 
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culiar obligation, it follows that the 
privileges and responsibilities of aca- 
demic freedom arise solely from the 
nature of the professorial connection. 
One authority has stated it thus: 
“Perhaps the day will come when every 
professor will be left to teach what he 
pleases, as he pleases, and to whom he 
pleases with no accountability save to his 
own conscience, but it will be only when 
the present university has lost its present 
corporate character and its responsibility 
as a trust under the law and when the pro- 
fessoriate itself shall have been spiritual- 
ly transformed.” : 

The vast majority of faculty mem- 
bers seem to recognize that they are 
somewhat in the position of a public 
servant and that they owe a duty to 
the college or university which they 
serve. As is evident from the per- 
sonal statements hereafter quoted, one 
group feels that faculty members 
should not be allowed to do research 
or render services of any nature for 
private interests. Their concept of 
the function of a college and its facul- 
ty excludes such a relationship. 

The other group would permit fac- 
ulty members to serve private inter- 
ests subject to varying restrictions, 
which are evident from the state- 
ments which are quoted. A distinct 
majority of the faculty members of 
our colleges and universities would 
seem to be in this group. They rec- 
ognize frankly the problems and lim- 
itations involved. Of the greatest 


importance is the distinction drawn 
between research in the physical and 
social sciences. 


8 eww encouraging fact is that the 
vast majority of professors have 
thought the problem through in a sane 
and practical manner. Even within 
the realm of the social sciences, where 
the danger of abuse is greatest, it is 
exceedingly rare for a professor to 
violate the trust he holds. It seems 
clear, therefore, that the majority of 
the faculty members of our colleges 
and universities favor individuals 
from their ranks rendering service 
for private interests, subject to rea- 
sonable restrictions that would seem 
in no way to destroy the prerogative 
of academic freedom. 


v2 another view seems to be that 
the problem of academic freedom 
should be left to the professoriate col- 
lectively, acting through a national 
body such as the American Associa- 
tion of University Professors or 
through the faculty of the particular 
university. To illustrate these views, 
the rules of several universities are 
quoted, and the article closes with 
extracts from the statement of the 
Committee on Ethics of the Ameri- 
can Association of University Profes- 
sors prepared by Professor E. R. A. 
Seligman and published in the Asso- 
ciation’s bulletin of May, 1930. 


“THERE would seem to be one academic group which feels 
that everyone who fails to agree with it are reactionary and 


controlled by ‘big business.’ 


Unless you believe in and 


fight for ‘public ownership of utilities,’ you are not liberal, 


You have sold out to the ‘power trust.’ 


This group 


displays the greatest intolerance to be found in the academic 


profession.” 
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The following statements were 
made by outstanding educators in 
reply to the author’s question: “To 
what extent and under what condi- 
tions should university and college 
faculty members be allowed to do 
research and render services for in- 
dustrial interests, such as public utili- 
ties?” 


oo first statement was made by 
one of the leading educators and 
thinkers in the academic world—a 
member of the faculty of Columbia 
University—and sets forth the prob- 
lem in a clear manner: 


“This is a rather difficult question to an- 
swer so as to cover all possibilities. Sci- 
entific departments of many universities 
are subsidized by industrial interests to 
make purely scientific investigations. I 
see no objection to this as long as it is 
understood that the results of such investi- 
gations are public property and not the 


property of the subsidizer. In the econom- 
ic, governmental, or legal aspects of pub- 
lic utilities a different problem is present- 
ed because these enterprises are notorious 
lobbyists for legislative and administra- 


tive concessions. Almost their every ac- 
tivity is suspect. Presumably they would 
not employ a university member unless 
they felt reasonably certain that his con- 
clusions would coincide with their desires. 
; Certainly if a university professor 
accepts employment from a public utility 
his entire activity should be in the open 
and he should stand responsible for his 
own views.” 


A well-known member of the fac- 
ulty of the University of North Caro- 
lina stated his view thus: 


“In my opinion, university and college 
faculty members are entitled to the special 
immunities and protection implied in the 
phrase academic freedom only in respect 
of such of their activities as are directed 
toward the welfare of sociéty at large. The 
primary consideration is the freedom of 
education and research, and faculty mem- 
bers are justified in claiming privileges not 
accorded other classes of employees only 
to the extent necessary to protect that free- 
dom. Because of the peculiar position 
which college and university faculty mem- 
bers occupy in relation to the public, and 


because of the wide freedom which should 
be allowed them in the discharge of their 
public functions, it seems to me that they 
may legitimately be required to abstain 
from certain private activities which, 
though perfectly proper as regards indi- 
viduals not holding the same position of 
public trust, might, in their particular case, 
tend to impair their usefulness in the 
sphere of work for which the university 
employs them. 

“T am speaking, of course, only of fa- 
culty members of public universities and 
colleges and of such privately supported 
institutions as have been dedicated to the 
service of the public at large. As regards 
such institutions, it seems to me that the 
burden of proof rests on the faculty mem- 
ber to show that the rendering of services 
to special private interests in any particu- 
lar case would not be inconsistent with his 
primary obligation to serve the public as a 
whole. 

“To be more specific, I believe that there 
may be conditions and circumstances under 
which a natural scientist, an engineer, an 
accountant, or other technician engaged 
in a field in which there was no clash of 
class interests might conceivably increase 
his usefulness as an educator or researcher 
and might advance the interest of the pub- 
lic at large by rendering services for pri- 
vate industrial enterprises. In the field of 
social science, however, in which there are 
frequent conflicts between special and pub- 
lic interests, I am inclined to feel that the 
rendering of services to industrial enter- 
prises especially for pay would be improp- 
er. For instance, I do not believe that a 
man employed by a university as an expert 
on public utility regulation should, coinci- 
dent with such employment, be allowed to 
render services to a privately owned pub- 
lic utility for pay.” 


| ievng a former colleague, now at 
the University of Kentucky, the 
author received this statement: 


“It is my frank opinion that university 
and college faculty members should not be 
allowed to research and render services 
for industrial interests. A faculty member 
of either a state or private school must 
consider himself a public servant. He can- 
not be a true public servant, and at the 
same time serve private enterprise. His 
unbiased judgment and impartial attempt 
to state the facts is often distorted by his 
financial relationships with industrial in- 
terests. 

“If a faculty member should be allowed 
to research and render services for indus- 
trial interests, certainly in no case should 
the results of his research be published un- 
der the name of the college or university.” 
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Faculty Members Should Not Accept Pay for Collecting 
Information for Use in Controversies 


_—— of university and college facul- 
ties should not accept money from in- 
dustrial groups for collecting information that 
may be used by such groups in controversies, 
such as that between the states and the public 
utilities over rates for service, or that between 
employers and trade unions over working 


conditions. 


The above is particularly true 


when the reputation of the university of the 
faculty member lends weight to such state- 


ments.” 


—A PROFESSOR OF ECONOMICS IN TENNESSEE 





An extremely frank and interest- 
ing analysis of the problem was made 
by a member of the faculty of Emory 
University : 


“Tt may be possible for university pro- 
fessors who have been engaged by inter- 
ested parties for research activities, to 
maintain a perfectly disinterested and un- 
biased point of view, and to tell the whole 
story; it is a matter of personal integrity, 
which, however, exists in qualities that 
vary from individual to individual. 
Nevertheless, in any case, there is a justi- 
fiable suspicion that discoveries and con- 
clusions may be colored by the source of 
the remuneration. 

“The academic profession is generally 
supposed to be a guarantee of the unbiased 
integrity of its members. When a profes- 
sor, therefore, accepts compensation from 
an interested party for services performed, 
he is extending the guarantee of his pro- 
fession, whether he means to do so or not, 
in support of the contention of an inter- 
ested party, for a price. This is probably 
the factor that is most influential in per- 
suading the private interests to offer the 
employment. This lending of one’s name, 
title, and professional warranty of integ- 
rity constitutes a threat to the standing of 
other members of the profession. Under 
such conditions, the profession in self-de- 
fense is entitled to regulate or prohibit 
such relations. 

_ “When, however, the research does not 
involve controversial issues as between an 
interested employer of the investigator and 
other parties; when the research is not to 
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be presented under the shield of the pro- 
fession (i. e., without the name or con- 
nection of the investigator); when, re- 
garding a controversial issue, the employer 
is not an interested party; when the pro- 
ject contemplated to be furthered by the 
research is not illegitimate (i. e., further- 
ance of illegal, unethical, or socially un- 
desirable activities); under these circum- 
stances the employment may be justified. 
In any case, however, the fact and the 
amount of remuneration (given or prom- 
ised as salary or expenses) should be pro- 
claimed when the results are published, to- 
gether with such statements as may be in 
support of the investigator’s integrity. 

“It is conceivable that remunerated pro- 
fessorial research can be protected from 
the color of interests, if the funds are ad- 
ministered by an intermediate, presumably 
disinterested institution: ¢. g., mpany 
A may give funds to University B for the 
prosecution of research of special interest 
to Company A. Experience, however, has 
already raised a suspicion concerning this 
procedure. Where the results are to be of 
social interest, and of only incidental in- 
terest to the contributor, on the other 
hand, this type of subsidization is justifi- 
able. 

“Private consultation services, not made 
public, or not used in controversial per- 
suasion for private interest as having a 
professorial origin, may also be tolerated, 
provided it does not interfere with the 
services of the professor to his institution. 
Under such conditions, in personal re- 
searches, the results of which have any 
bearing upon such an employer's interests, 
the professor should proclaim his previous 
‘contaminating’ relationship.” 
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NOTHER leading educator in 

Georgia not only stated his 
views frankly, but set forth a sugges- 
tion worthy of consideration: 


“The services are of two kinds. Pro- 
fessors are sometimes asked to give indus- 
trial corporations the benefit of their ex- 
pert knowledge especially in the field of 
material science. On the other hand, social 
science professors are sometimes called on 
to perform services in which there may 
be a measure of propaganda. It is not easy 
to say to what extent the service is that 
of a real expert and to what extent the 
professor may be selling his services in 
putting over something on the public. The 
conclusions of social science cannot be 
tested and proved so clearly as those of 
material science. Students of social sci- 
ence differ more in their teachings than 
do those of material science. Where there 
is this difference of opinion the old say- 
ing ‘Whose bread I eat, his song I sing’ 
may be pertinent. 

“The best cure is probably not in some 
set of prohibitions but in publicity. The 
trustees, the faculty, the public should 
know the fact when a professor is being 
paid for services by industrial interests. 

“One question involved is the extent to 
which a professor should be free to engage 
in extra-mural remunerative activities. 
Some professors may give so much time 
to such work that they cannot properly 
fulfill their duties to the university that 
pays them. Here again there should be a 
full understanding of the facts by all par- 
ties. 

“The big industrial corporations have 
their own research departments in mate- 
rial science. If interested in getting facts 
and justifiable conclusions it seems that 
they should have research departments in 
the field of social science.” 


A nationally known member of the 
faculty of the University of Chatta- 
nooga likewise incorporated a plan in 
his analysis: 


“College faculty members should be al- 
lowed to ‘consult’ with industrial interests ; 
I can see no harm in permitting a geolo- 
gist to give advice to an oil corporation; 
nor to a building corporation, making rock 
and soil analyses in his own laboratory. 
Likewise with an hydraulics engineer be- 
ing retained for consultation in location 
or construction of dams, locks, and break- 
waters. 

“When it comes to the retention of en- 
gineers, accountants, and economists, for 
such interests as utilities, the relationships 


become somewhat complex; and there are 
so many subtle ties that may bind the pro- 
fessor to the existing order of things, that, 
while college administrations may not ob- 
ject—and may actually welcome such close 
relationships with the industrial powers 
that be—there are obvious difficulties in- 
volved. 

“Tt is very hard for me to resolve such 
matters into a convenient and workable 
formula. I know full well, both from ex- 
perience and observation, that it is very 
hard for an impecunious instructor to re- 
ject a tempting offer, when he knows full 
well, fundamentally, that he will ultimate- 
ly be expected to ‘do the right thing’ for 
the interest by which he is retained. Re- 
cently, the power interests have been a lit- 
tle more cautious in their methods, but 
their motives are practically the same. The 
universities could solve this problem large- 
ly by a better salary arrangement with the 
instructional staff. If a certain member 
of the staff is so highly valued for con- 
sultation, why not have a special budget 
in the university labelled ‘public service,’ 
and allow the faculty member additional 
fees for his outside- work, with the under- 
standing that he shall not receive any ad- 
ditional payments from the industry con- 
cerned.” 


WELL-known professor and au- 

thor in the field of economics 
and a member of the faculty of the 
University of Pittsburgh stated his 
views thus: 


“I see no objection to a university facul- 
ty man engaging in such work if his re- 
searches do not touch upon subjects of 
controversy between the public and the cor- 
porations. 

“In case of subjects of controversy be- 
tween the public and the corporations it 
is very doubtful if a college professor 
should accept employment from the pri- 
vate interests. I cannot see how he could 
receive compensation for his services and 
at the same time maintain an impartial 
and scientific attitude. 

“The worst possible offense in this con- 
nection would be for the professor to ac- 
cept employment with the private interests 
in a controversial matter and to render 
opinions without disclosing the fact of his 
employment.” 


A professor of economics in the 
University of Tennessee expressed 
his views as follows: 


“Members of university and college fac- 
ulties should not accept money from in- 
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dustrial groups for collecting information 
that may be used by such groups in con- 
troversies, such as that between the states 
and the public utilities over rates for serv- 
ice, or that between employers and trade 
unions over working conditions. 

“The above is particularly true when the 
reputation of the university or the faculty 
member lends weight to such statements. 
However, for many reasons, the econo- 
mists of the country need close contact 
with business, and there are a number of 
noncontroversial subjects, such as prob- 
lems of internal administration which they 
may study as employees of business firms 
without violation of the ethics of the pro- 
fession. In all such instances, however, 
there should be a definite understanding 
that conclusions are not to be modified or 
any information suppressed by those sup- 
plying the money. Any attempt to con- 
trol opinions or suppress facts should be 
immediately followed iby the resignation of 
the research worker.” 


# ge of the leading economists in 
this country and a member of 
the faculty of Northwestern Univer- 
sity, stated : 


“The evil is not that a professor may 
not sell his services to a public utility, but, 
if he expresses an opinion as a college man 
while in the employ of or while receiving 
a retainer from a utility company. 

“TI think a college man should be perfect- 
ly free to investigate industrial subjects 
that fall within the field of his specializa- 
tion. His findings should be presented 
with dignity and with the humility of a 
true science, for no one knows better than 
he the limits of most evidence. But ex- 
pressed in this way, the college man should 
not be restrained by administrative author- 
ity. The best correction of his errors is 
the criticisms of his colleagues in other 
colleges and universities.” 


An analysis of extreme importance 
was made by an_ internationally 
known member of the faculty of New 


York University. The second para- 
graph seems to go to the very heart 
of the problem: 


“I do not see how any rules can be laid 
down covering the research and outside 
activities of members of the faculties of 
colleges and universities. Any surveil- 
lance or direction by the administrative 
officers of the institutions is likely to be 
ill-informed, biased, and arbitrary. Mem- 
bers of faculties should be chosen with 
sufficient care so that they can be relied 
upon not to over-step the bounds of good 
judgment and scholastic integrity, nor to 
encroach upon the time necessary for their 
primary academic activities, by participa- 
tion in these outside activities. 

“There is, of course, this acute danger. 
A teacher whose independent convictions 
align him with some big industrial inter- 
est may undertake an assignment for a 
certain concern in perfect good faith, and 
conduct a legitimate piece of research. If 
his conclusions prove very acceptable to the 
industrial interest, he may then receive a 
similar assignment from another concern. 
If his results are similar in this case, he 
may soon find himself a man who can be 
relied upon to support the side of vested 
interests in certain controversial matters. 
He will then receive very tempting offers 
of further research projects, requests to 
act as a witness, or ‘expert’ in legal cases, 
to give advice to industrial concerns, and 
before he knows it he will find himself so 
committed to a certain point of view that 
it is difficult or impossible for him to main- 
tain a completely impartial attitude and 
open mind. This transition is likely to 
take place very subtly, and the teacher may 
never be aware of the fact that his affili- 
ation with big business is insidiously af- 
fecting his judgments, and actually under- 
mining his scholastic integrity. 

“However, in all these matters I believe 
the final decision should be left to the judg- 
ment and conscience of the individual 
teacher. If he is doing his actual college 
and university work well, the administra- 
tive officers should keep their hands off. 
Of course, if there is definite evidence that 
his university work is suffering, the appro- 


“I THINK in the field of business that it is highly desirable 
that teachers be not only permitted but urged to do research 
for, and render services for industrial concerns without 
regard to the classification of the industry. The extent 
to which that should be done should be regulated by the 


amount of service rendered the university.” 
—A PROFESSOR OF ECONOMICS IN LOUISIANA 
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priate official might warn him on that 
ground. But administrative interference 
should always rest upon the definite obli- 
gations to the institution, not on the im- 
plications of the teacher’s outside work.” 


HE advantages to faculty mem- 

bers of contacts with business in- 
terests are emphasized by one of 
America’s leading educators, who is 
a member of the faculty of the Uni- 
versity of Pennsylvania. 


“It is my own belief that restrictions on 
such work are not wise. I have a senti- 
mental feeling which leads me to be more 
pleased when I find university and college 
faculty members working for the public 
as distinct from private industrial inter- 
ests. Nevertheless, I do not believe it ei- 
ther wise or practicable to deny to faculty 
members the right to accept engagements 
with private interests. It is important that 
men working and teaching in these fields 
have the intimate knowledge and practice 
which comes with these contacts. 

“The dangers of abuse are of two sorts. 
One is that faculty members will give an 
excessive amount of time to these private 
affairs and may neglect their main duties. 
This often occurs but I think should be 
reached by a general supervision of the 
work on the part of deans and other ad- 
ministrators rather than by a prohibition 
of the privilege. 

“The other danger is that faculty mem- 
bers concerned will be accused of being 
prejudiced in favor of the private indus- 
tries as against the public. This danger 
has been vividly presented to us by the re- 
cent investigations of the Federal Trade 
Commission. Again I think the remedy is 
not to refuse the right to accept such en- 
gagements nor the right to accept fees for 


will be deprived of one very important 
means of maintaining contact with the 
business and professional world and hence 
will tend to lose the broadening effect 
which such contacts should tend to give. 
Frequently individual members will be de- 
prived of so large a part of their possible 
incomes that they cannot afford to contin- 
ue their connections with the university. 
The result will naturally be the elimina- 
tion of faculty members of the practical 
turn of mind and of practical experience. 
While the academic viewpoint is no doubt 
desirable, it seems to me that the eliminat- 
ing of the other viewpoints would be un- 
fortunate. 

“There are, however, serious problems 
which may arise. Two of these may be 
mentioned. First, there is the danger that 
the faculty member who has extensive 
work to be done on the outside may neg- 
lect his duties as a teacher. Second, there 
is the danger that the university may be 
exploited in the dissemination of propa- 
ganda and may be seriously sed 
as a result of certain connections of its 
faculty members. 

“The university thus has a direct inter- 
est in the amount of time which any facul- 
ty member devotes to an outside engage- 
ment and should take steps to prevent any 
teacher from undertaking tasks which 
would likely prevent him from perform- 
ing his regular duties. When we turn our 
attention to the second problem, I think 
that the character of the work should be 
considered. So long as the services are of 
a strictly professional character—advisory 
or fact finding in nature—I see little 
chance of the interests of the university 
being adversely affected. On the other 
hand, I doubt the advisability of allowing 
any member of the faculty to engage in 
speaking tours which are being financed 
by private interests to present one side of 
a controversial subject.” 


them. The only practical f meeti 
em e only practical way of meeting aa of the faculty of the 


the problem so far as I am aware, is to 
encourage complete publicity. If Profes- 
sor X is retained as an expert by public 
utility interests and accepts fees from them 


University of Virginia and a na- 


tionally known authority in the field 


for lectures and other services rendered, of public finance, analyzes the prob- 


that fact should be made known in every 


appropriate way, in order that the public lem thus: 


may realize the connection and make what- 
ever allowance seems fit.” 


Ae of the faculty of the 
University of Alabama states 
somewhat similar views: 
“T believe that a university which dis- 
courages or prohibits faculty members 
from rendering services for industrial con- 


cerns is following a policy to which seri- 
ous objections may be raised. The faculty 
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“In my opinion members of college and 
university faculties should be given com- 
plete freedom to conduct research and co- 
Operate with industrial interests under the 
on conditions : 

“1. That such activities be not engaged 
in to a extent of undue interference with 
class work and other duties. Otherwise, 
the staff member should hold a part-time 
status. Obviously, the amount of work 
that may be undertaken without undue 
interference will vary with the size 
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Academic Instructors Do Not Alter Opinions for Pay 


“— is plainly needless to refute the assumption that academic 
instructors as such will change their opinions for pay. 
Of course, bribery is no doubt to be found in the university 
as elsewhere; but that is a case of the individual, not of the 
group. It would be difficult to prove from the testimony ad- 
duced in the report that any individual changed his view or 


espoused any opinion because of moneys paid to him.” 
—COMMITTEE ON ETHICS, 
AMERICAN ASSOCIATION OF UNIVERSITY PROFESSORS 





and nature of the respective institutions. 

“2. That the public be given a clear un- 
derstanding of the nature of the work un- 
dertaken when the research is intended to 
mould public opinion. If the work is in- 
tended to make a favorable or unfavorable 
impression in a given situation, the re- 
search should not be heralded as unbiased 
in character. 

“3. That the outside services shall not 
be of such character or pursued for such 
a long period of time as to warp the judg- 
ment of the professor in the performance 
of his educational duties and thereby de- 
stroy his effectiveness as a teacher.” 


A member of the faculty of the 
University of Wisconsin, who is a na- 
tionally known authority in the field 
of economics, states the case thus: 


“Limitations on research activities of 
faculty members are indefensible unless 
such activities absorb the time and energy 
of the persons engaged upon them to a de- 
gree which interferes with their academic 
duties. 

“Control of the character of teaching 
through grants for research would obvi- 
ously be a serious abuse, whether done by 
public utilities or any other interest. But 
such abuses should be met when they arise 
and are not to be presumed. 

“The adoption by a university adminis- 


tration of rules against research for out- 
side interests carries greater dangers than 
are involved in acceptance of research con- 
tracts. It curbs the interest of the pro- 
fessor in current problems, tends to drive 
those of initiative out of academic work, 
and makes instruction colorless and lack- 
ing in reality.” 


A of the faculty of the 

University of Illinois and one of 
the best-known professors of econom- 
ics in the country gave the author the 
following extremely interesting state- 
ment: 


“At the University of Illinois faculty 
members have considerable freedom in 
rendering service for industrial interests. 
Many of our men take positions with pub- 
lic utilities during the summer months, and 
frequently find it possible to take on work 
during the college year provided that it 
does not interfere with their regular du- 
ties. The consent of the head of the de- 
partment and the dean is usually if not 
always obtained in advance. We regard 
the training which our men receive in such 
practical work as very valuable. 

“Many engineering and industrial asso- 
ciations furnish large sums for research 
work to be carried on at the university. 
This money is accepted by the university 
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on condition that the research work can 
be carried on in a perfectly free and un- 
restricted manner and wholly under the di- 
rection of the university. For some years 
public utility scholarships have been estab- 
lished by the public utilities’ interests in the 
College of Commerce, but these have been 
administered by the Graduate School with- 
out the slightest pressure or interference. 
“The relations between the university 
and business have been cordial and recip- 
rocal. It is not the policy of the univer- 
sity to permit members of the staff to take 
on outside jobs that would in any way in- 
terfere with their academic work.” 


A well-known professor of eco- 
nomics at the University of Louis- 
iana stated: 


“T think in the field of business that it 
is highly desirable that teachers be not 
only permitted but urged to do research 
for, and render services for industrial con- 
cerns without regard to the classification 
of the industry. The extent to which that 
should be done should be regulated by the 
amount of service rendered the university. 
In no case should outside work be carried 
on to the extent of interfering with regu- 
lar university duties, whatever that may 
be. It is needless to add that I do not be- 
lieve anyone connected with the university 
should be given the liberty of making 
biased statements in public for the bene- 
fit of the industry he is working for on 
the side.” 


oe of administrative super- 
vision over research and profes- 
sorial services rendered to industrial 
interests by faculty members is the 
following quotation taken from the 
minutes of the Board of Trustees of 
the University of Alabama: 


“Permission to do professional work of 
an expert character outside the university 
shall be undertaken only on the prior au- 
thorization of the president and of the ap- 
propriate dean, who shall in all cases be 
given detailed information regarding both 
the nature and the terms of such employ- 
ment. It further recommends that such 
employment shall be of such a nature as 
will not unfavorably prejudice the univer- 
sity in the eyes of any considerable body 
of public opinion; and that such employ- 
ment shall not interfere with the campus 
work of the professor or instructor con- 
cerned, it being understood that a profes- 
sor or instructor may secure a leave of ab- 
sence from time to time with a view to en- 
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gaging in outside work approved in ad- 
vance by the president and the appropriate 
dean and under the restriction that, under 
no circumstances, shall the employment be 
of such a nature as will bring embarrass- 
ment to the university.” 

That a similar practice exists at 
the University of Texas is evident 
from the following statement made 
by one of the administrative officials: 

“The practice in the University of Texas 
is for an instructor who has a proposition 
to talk it over with his dean, after which 
it is submitted to the president and Board 
of Regents for approval. There has been 
no difficulty in getting a reasonable amount 
of such activity approved. 

“An additional point which sometimes 
arises is the question of whether the serv- 
ices are in opposition to the interests of 
the state. It would not be proper for an 
employee of the state to align himself with 
someone on the other side of a suit in 
which the state of Texas was interested.” 

oe other statements might 

be cited to illustrate further the 
somewhat conflicting 
views on the subject. However, the 
limitations of space forbid. Never- 
theless, this analysis would be incom- 
plete without pertinent quotations 
from the report of the Committee on 
Ethics of the American Association 
of University Professors on “Propa- 
ganda by Public Utilities Corpora- 
tions.” 

Concerning the 1929 report of the 
committee of some fifteen professors, 
of which Professor Ruggles was di- 
rector, the Association’s committee 
reported : 

“The Ruggles Committee was essential- 
ly a fact-finding committee. It success- 
fully accomplished its object in ascertain- 
ing and publishing the facts. The pay- 
ment of the insignificant traveling expen- 
ses of the attending professors is a quite 
common and unobjectionable procedure in 
committee and convention meetings.” 

The Committee on Ethics then 
made the following important state- 


ment: 
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“The second point on which a confusion 
has existed lies in the failure of the public 
mind and of the Trade Commission itself 
to distinguish between the various cate- 
gories of academic instructors. It is an 
interesting fact that in almost every case 
of alleged improper activity the individual 
in question was either a subordinate in- 
structor or connected with the extension 
department or with some technical day or 
night school; and that, on the contrary, 
very few cases are noted of alleged im- 
propriety on the part of regular instruc- 
tors in the academic departments or of 
teachers of economics in the schools of 
business or elsewhere. This is not intend- 
ed in any way to reflect on the integrity 
of the engineers or technical professors as 
over against their colleagues in other de- 
partments. It so happens, however, that 
the engineers are, from the very nature of 
the case, compelled to be in close, albeit 
entirely proper, relations with the public 
utilities as their advice is constantly need- 
ed and sought on many points of expert 
technical guidance. One source of the con- 
fusion that is found in the testimony and 
reflected in the public comments is the fail- 
ure to distinguish between the opinions of 
the engineers as engineering experts and 
their opinions or activities on controverted 
questions of economics or of public policy 
on which they were not experts by train- 
ing, or by profession.” 


—— to the principle involved, 
the Association’s committee 
stated : 


“In its origin the word propaganda was 
entirely innocent and innocuous. To prop- 
agate means to spread from person to per- 
son, to disseminate, to extend the knowl- 
edge of. . . . It is clear, therefore, that 
there can be no objection to propaganda as 
such, always provided that it be open and 
above board. 

“In all matters of public controversy 
propaganda, in its true sense, is a neces- 
sary adjunct to the discussion. Where the 
statements are accurate and the character 
of the argument obvious and open, only 
good can result. .. 

“The essential features of propaganda 
are, therefore, publicity and honesty. 


e 





“The attitude which is taken by some 
that a professor should do nothing but 
teach and should refrain from any outside 
employment or activities is not only fool- 
ish but shortsighted. In the first place, no 
matter what his field, he will be a much 
better teacher if he has some contact with 
actual life. Moreover, while insistence on 
nonparticipation in extra-curricular activi- 
ties would be unfair to his institution and 
his students, it would be equally unjust to 
the outside world that needs his help. 
More and more has the business man like 
the statesman come to rely upon the ex- 
pert for advice if not for guidance. To 
say that a professor should refuse to carry 
on a piece of research or to give his opin- 
ion on some complex problem to the in- 
dividual or the corporation would be about 
as intelligent as to say that a famous phy- 
sician should restrict his activities to his 
university lectures and refuse to treat any 
outside patient. 

“The test with the academic instructor, 
however, is the same as with the business 
man. What are absolutely essential are 
publicity and honesty. 


AS to honesty, only a few words are 
necessary. It is plainly needless to 
refute the assumption that academic in- 
structors as such will change their opin- 
ions for pay. Of course, bribery is no 
doubt to be found in the university as else- 
where; but that is a case of the individual, 
not of the group. It would be difficult to 
prove from the testimony adduced in the 
report that any individual changed his view 
or espoused any opinion because of mon- 
eys paid to him. 

“The real issue is elsewhere. It arises 
not when the professor is advising the busi- 
ness man as counsel may advise a client, 
but when through publication, teaching, or 
otherwise he is stating facts or opinions 
which may have a bearing on questions of 
public policy. . . . It is analogous to 
the function of the judge rather than be 
that of the attorney. The yy oy bo 
the acceptance by a judge of a f 
one of the parties to a case under his ju- 
risdiction does not depend upon proof that 
he changed his view or espoused an opin- 
ion because of moneys paid to him. It has 
its ground in the very nature of the judi- 
cial function as requiring both impartial 
consideration of law and evidence, and pub- 


“It seems clear, that the majority of the faculty members 
of our colleges and universities favor individuals from thet 
ranks rendering service for private interests, subject to 
reasonable restrictions that would seem in no way to de- 
stroy the prerogative of academic freedom.” 
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lic confidence in this impartial attitude. 
Anything which might tend to interfere 
with complete impartiality or to undermine 
public confidence in the judicial freedom 
from bias is avoided by the high-minded 
judge. The profession of the academic in- 
vestigator and teacher is analogous in func- 
tion and requirements. In the growing 
complexity of problems of public policy it 
is of great importance that the public have 
some source of information and expert ad- 
vice in which it may place full confidence. 
To whom should it look if not to those 
who profess a supreme interest in truth? 

. And, while it may not always be 
true that he who pays the piper calls the 
tune, there is no doubt that a profession 
which is to deserve and to keep public con- 
fidence must be scrupulous in avoiding not 
only relationships which subtly endanger 
its impartiality but also those which are 
liable to occasion distrust. 

“In other words what is needed is not 
simply that the academic instructor should 
be absolutely honest, but that everybody 
else should esteem him to be not only hon- 
est and intelligent but also mindful of his 
professional responsibility. 

“The fundamental principle, therefore, 
in any question of propaganda, is that of 
full, complete, entire, and honest publicity 
—publicity as to the source, publicity as 
to the motives, publicity as to the methods, 
publicity as to the objective.” 


A discussing five aspects of 
the problem not directly related 
to the issue before us, the Committee 
on Ethics then stated: 


“The sixth and final problem is the most 
difficult and the most perplexing of all. Is 
the academic instructor justified in receiv- 
ing compensation from a private source 
for an expression of opinion on controver- 
sial questions of public policy? Ought a 
university professor of commerce who 
happens to be a confirmed protectionist ac- 
cept pay for appearing before the commit- 
tee of ways and means to argue for the 
reduction or the increase of a particular 
duty? Ought a professor of transporta- 
tion whose studies have led him to the con- 
viction that the prescribed rates are un- 
reasonably low accept pay for testifying 
to that belief before a public service com- 
mission? Ought a professor of finance 
who thinks that unfair treatment has been 
meted out to a private corporation to ac- 
cept pay for seeking to reduce the tax lev- 
vied on it? 

“Some would hesitate to go so far as to 
denounce such action, even if a one 
avowal of the relation were made. 


“Moreover, it might be asked, what are 
the private interests to do if they can se- 
cure no expert defenders? It would be 
unfair in the extreme to allow only one 
side to present its case. 

“As a matter of fact, however, these 
arguments are not convincing. . 

“The university professor must be like 
the judge. His reputation for impartiality 
must be equally unsullied. Higher educa- 
tion and scientific research must evoke in 
the public mind the same confidence as 
does the system of justice. There is in 
this respect no difference between the er- 
mine of the judge and the robe of the pro- 
fessor. If the belief in the integrity of 
either is weakened, a mortal blow has been 
struck. 

“The academic instructor must always 
be mindful of the fact that when he makes 
any pronouncement in his official capacity, 
he is involving not only his own university 
but every institution of learning. He can- 
not divorce himself from responsibility as 
a devotee of science. While, therefore, he 
may be justified in taking pay from the 
public authorities, because the state rep- 
resents the interests of all, and because the 
aim of government is to secure fair deal- 
ing, for all classes and for every member 
of the community, he is not justified in 
accepting a retainer from private persons 
in any controversial case involving ques- 
tions of public policy. Every time that he 
receives such compensation, even with a 
full and frank avowal of the source, he 
lessens his opportunity for future service. 
He cannot take pay from private interests 
and retain the whole-hearted confidence of 
the public. In the past there have been 
some sad instances of such loss of stand- 
ing on the part of hitherto distinguished 
scholars. 

“The principle must, indeed, not be 
pushed beyond its legitimate bounds ; the 
case must be one of undoubted contro- 
versial import. It would be extreme to 
deny to the academic instructor the right 
to accept pay from private sources for ex- 
pert opinions on merely technological or 
non-controversial topics. But even here 
the decision as to the propriety of the ac- 
tion in borderline cases might profitably 
be left to the judgment of his colleagues. 

“In such a delicate matter where far 
more is involved than the reputation of the 
individual, there is need of the utmost cir- 
cumspection. Great as are the rights of 
the university professor, far greater are 
his obligations to his associates, to the in- 
stitution which he serves, to the public of 
which he is a part, and to the august and 
imperious mistress—science—of whom he 
is the humble representative and to whom 
he owes the most loyal and undivided 


fealty.” 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


H. B. THorn 
State Representative from 
Arkansas. 


Morris L. Ernst 
New York attorney. 


Rate A. Horr 
U. S. Representative from 
Washington. 


Avsert C. RITCHIE 
Governor of Maryland. 


Frep W. SARGENT 
President, the Chicago and North 
Western Railway. 


Girrorp PINCHOT 
Governor of Pennsylvania. 


H. C. Hopson 
Utility executive. 


—MONTAIGNE 


“A tax on the utilities would not be a tax on the 
people. On the other hand, such a tax would materially 
lessen the burden on the public.” 


> 


“Milk, bread, coal, and other necessities of life will be 
declared public utilities because they are more essen- 
tial to a decent life than gas or electric light.” 


- 


“It is a known fact that projects constructed under 
government supervision cost approximately a third 
more than similar projects constructed under individual 
supervision.” 


? 


“I refuse to believe that the intelligence of the country 
cannot see that business prosperity must rest on a 
sounder basis than political favoritism or inspired guid- 
ance or interference from Washington.” 


* 


“Government competition does not fall within the 
class of ordinary risks because every citizen has the 
right to suppose that his government will not use the 
power and resources of all the people to destroy the 
business, the savings, and investments of a part of the 
people.” 

” 


“Has this concentration of utilities amounted, as has 
been claimed, to a kind of painless dentistry which took 
out the teeth of the anti-trust law without harmful ef- 
fects? Ask the people who bought at 200 utility stocks 
that are now down to 20—and pardon if you can the 
profanity of their answer.” 


* 


“Would it not be more to the point to give the 
Interstate Commerce Commission a two or three-year 
vacation, with pay if necessary, so that the railroads 
might have a moratorium for that period from regula- 
tion, to see what private initiative and enterprise allowed 
to compete freely with hostile agencies could accomp- 
lish ?” 
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Progressive Ventures in 
Commission Regulation 


The New Measures in Wisconsin 
PART I 


During the past few months the Railroad Commission of Wisconsin 
has been renamed, reorganized, and accorded novel and unsual powers. 
Under its present title of Public Service Commission it is embarking upon 
a new era of regulation that is of interest and significance to the state 
regulatory bodies and to the utility corporations throughout the country. 
In this reorganization, Dr. Martin G. Glaeser has played such an important 
part that his series of articles, written exclusively for Pusiic Utiiries 
ForTNIGHTLY, may be regarded as authoritative as they are informative. 


By DR. MARTIN G. GLAESER 
PROFESSOR OF ECONOMICS, UNIVERSITY OF WISCONSIN 













HE development of public utility 
regulation has always come in 
response to certain ground 
swells of public opinion, each of which 
has added something new to our in- 
herited regulatory structure. 
The first of these ground swells, 
coming during and after the Civil 
War in what history has called the 


The second ground swell coincides 
for the most part with the Roose- 
veltian social reform era. This move- 
ment left as its significant contribu- 
tion the method of continuous regula- 
tion by an administrative commission 
having full plenary power to carry 
into effect a legislative policy laid 
down in general terms. The earlier 


re i rm 


“Granger Movement,” established the commissions set up under the new n 
method of statutory regulation. dispensation, while called upon to p 

As contrasted with the easy-going establish reasonable service at reason- f 
methods of charter regulation which able rates, had to work out their own se 
had preceded it, the new procedure salvation with little gospel to guide p 
was a fierce and direct assault upon them. th 
the rate structures of the railroads This work of building up a regula- V 
by embittered farmer legislators, tory technique upon a scientific basis De 
tempered here and there by the grant went forward with considerable vigor le 
of a limited jurisdiction to sporadic and enthusiasm until the outbreak of sit 
fact-finding commissions. the World War. The preoccupation fa 
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of public opinion with other matters 
delayed the inevitable return to what 
has been our most persistent social 
problem. Meanwhile, new influences 
were again undermining commission 
effectiveness, the chief one being the 
inveterate habit of democracies to for- 
get public servants or, at least, to take 
them for granted. There is abundant 
evidence that legislatures during the 
war and since did not adequately 
supply this important activity with 
funds and supplementary powers. 

Now a third ground swell of public 
opinion, hostile to the commissions as 
well as the public utilities, is again 
sweeping the country. 


Bho present movement is by no 
means a concomitant of the 
economic depression. Long before 
November, 1929, there was a gather- 


ing note of criticism. Political con- 
tests in state and nation turned on the 
public utility problem as one of the 


major issues. In Wisconsin with the 
election in the fall of 1930 of Phillip 
F. La Follette as governor, the politi- 
cal stage was set for a revamping of 
the railroad commission of Wis- 
consin. 

The main effort at reorganization 
is represented by a program of legis- 
lation designed to bolster up weak- 
nesses in regulation. A substantial 
part of this program is based upon 
facts obtained through certain re- 
searches, as yet unpublished, by the 
present writer and his associates into 
the actual workings of regulation in 
Wisconsin. Another portion is in 
part a revision of certain proposed 
legislation, sponsored by the Wiscon- 
sin League of Municipalities, which 
failed of passage in the last session. 


Within the limits of this first article 
only the major items in the first por- 
tion of this legislative program will 
be emphasized and in what appears 
to be the order of their importance. 


6 fee first step was a change in the 
personnel of the commission. 
A resigning member was replaced by 
David Lilienthal, who had served the 
city of Chicago and others with dis- 
tinction as counsel in public utility 
matters. The youngest man ever to 
serve as commissioner, Mr. Lilienthal 
is nevertheless well qualified by train- 
ing, temperament, and experience. 
However, the appointment of a non- 
resident without political standing 
was the subject of some carping criti- 
cism. 

The second appointee, Theodore 
Kronshage of Milwaukee, is a well- 
known personage in the public life of 
the state. Without possessing the 
qualifications of an expert, he never- 
theless brings to his work a varied 
legal and business experience and the 
capacity to bridge the widening gap 
between the public opinion of the 
state and the needs, problems, and 
aims of the commission. As chair- 
man of a legislative committee of the 
Wisconsin League of Municipalities 
he had assisted Mayor Hoan of Mil- 
waukee and others in working out the 
so-called “power program” of the 


league. 


N” always is the legislation re- 
ceiving the greatest publicity 
most important from the point of 
view of the everyday administration 
of affairs. While certain provisions 
relating to holding companies and 
intercorporate relations were accorded 
great acclaim, it was vastly more im- 
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portant from this angle that the 
enhanced powers of the commission 
be backed up by adequate funds. It 
seems to be the inexorable fate of 
established institutions that their 
“elan vital,” their spirit of accomplish- 
ment, will from time to time become 
spent and ineffectual. Something like 
this has happened in the case of the 
old railroad commission of Wiscon- 
sin, now rechristened the public serv- 
ice commission. It was largely to in- 
fuse new life into the old organization 
that an internal reorganization with 
some accessions in personnel appeared 
necessary. This was not accomp- 
lished without some disturbance, and 
it is still too early to judge the effec- 
tiveness of the changes. Neither of 
the new members of the public serv- 
ice commission of Wisconsin have 
had experience in an administrative 
post of this type. It would seem 
that someone possessing a special tal- 
ent for administration might be of 
considerable help at this juncture. 


se HE reorganization could not have 
been undertaken, however, with- 
out an enlargement of the commis- 
sion’s working capital. Beginning 
July 1, 1931, there was appropriated 
for administration and execution of 
its general functions the sum of 
$170,000 and annually thereafter 


$100,000. Although urged to take 
this much delayed step the annual 
salary of the members of the commis- 
sion was not increased beyond $5,000. 
Conditioned upon approval by an 
emergency board there is available 
additionally $50,000 for the current 
year and $120,000 annually there- 
after. 
Then it was provided that: 


“Whenever the commission in a proceed- 
ing upon its own motion, on complaint, or 
upon an application to it, shall deem it 
necessary to investigate the books, ac- 
counts, practices, and activities of, or make 
appraisals of, the property of any public 
utility, power district, or railroad or to 
render any engineering or accounting serv- 
ices . . . such public utility, etc., shall 
pay the expenses reasonably attributable 
to such investigation or service, provided, 
however, that the commission may exempt 
and relieve such public utility, etc., from 
the duty of paying such expenses, or a 
portion thereof, but only upon a finding 
that the public interest requires that such 
public utility, etc., be thus exempted and 
relieved.” 


All other expenditures, except those 
relating to steam railroads and those 
not made specially chargeable, are 
assessed to public utilities in propor- 
tion to their respective gross operating 
revenues during the last calendar 
year. The total amount which may 
thus be generally assessed against 
public utilities is limited to an amount 
not in excess of one fifth of one per 
cent of their total gross operating 
revenues. The purpose of this legis- 


e 


“OTHER expenditures of the commission, except those 
relating to steam railroads and those not made specially 
chargeable, are assessed to public utilities in proportion to 
their respective gross operating revenues during the last 


calendar year. 


The total amount which may thus be gen- 


erally assessed against public utilities is limited to an 
amount not in excess of one fifth of one per cent of their 
total gross operating revenues.” 
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lation was to place the larger portion 
of the burden of regulatory expenses 
upon the industries affected in pro- 
portion to revenues enjoyed, unless 
the commission should find that the 
public interest—namely, equity in the 
distribution thereof—required excep- 
tionally heavy expenditure to be borne 
by the utilities causing such adminis- 
trative expenditures. 


O* July 29, 1931 (P.U.R.1931E, 
101, 135), the public service 
commission of Wisconsin instituted a 
statewide investigation of the affairs 
of the Wisconsin Telephone Com- 
pany, including an appraisal of its 
property. 

On September 12, 1931, the com- 
mission transmitted a bill to the utility 
for expenditures specially chargeable. 
The company refused to pay the ac- 
count and brought an action in the 
circuit court for Dane county to en- 
join the commission on the ground 
that the legislation deprived the utility 
of its property without due process 
of law and denied it the equal protec- 
tion of the law in contravention of 
both the state and Federal Constitu- 
tions. The principal argument by 
counsel for the company, however, 
was to the effect that under the law 
the commission is given discretion to 
determine (1), whether it is necessary 
to investigate and (2), whether pub- 
lic utilities shall be exempted in whole 
or in part from the payment of the 
expense of investigation depending 
upon whether the public interest so 
required. Such delegation of a dis- 
cretion to find what is or is not in the 
public interest constituted, so the 
argument ran, an unconstitutional 
delegation of legislative power in 


violation of § 1, Art. IV of the state 
Constitution. The statute as drawn 
did not lay down a guiding rule to 
be applied after the ascertainment of 
facts. It did not enable the drawing 
of a line as to when the expense 
should be borne by all the taxpayers 
and when by classifications of custom- 
ers. 

The circuit court in its opinion of 
October 5, 1931, adopted the conten- 
tion of the company as to the un- 
constitutional delegation of legislative 
power, adding, however, that the 
legislature evidently started out with 
the intention of enacting a statute 
providing that the expenses incurred 
by the commission should be borne by 
the corporation being investigated but 
that it failed entirely to enact such a 
law. 

The matter is now before the Su- 
preme Court for final determination. 
Meanwhile the law may be amended 
at a special session of the legislature 
so as to eliminate entirely the pro- 
vision for exemption, thereby ridding 
the statute of the unfortunate test of 
“public interest.” It appears to be 
reasonably certain that the policy of 
placing the burden of regulatory ex- 
penditures upon the industries con- 
cerned will be adopted. 


F geen important modification 
relates to the so-called stock and 
bond or securities law. 

It was recognized that the old 
law was an administrative impossibil- 
ity from an accounting point of view. 
The new law, breaking away from a 
specification of purposes for which 
securities might be issued (a proced- 
ure which required for its adminis- 
tration a segregation of the dollars 
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A Measure for Protecting the Owners of 
Preferred Utility Stocks 


a gengetn the most radical addition in the 
new securities law provides that when- 
ever the commission shall find that the capital 
of any public service corporation is impaired 
it may, after investigation and hearing, issue 
an order directing such public utility to cease 
paying dividends on its common stock until 
such impairment has been made good.” 





involved), simply states that securi- 
ties may be issued for proper corpo- 
rate purposes. These are defined to 
include only expenditures reasonably 
necessary for the conduct of the pub- 
lic service functions of the corpora- 
tion. The commission is required to 
determine the value of any property 
or services for which the securities, 
in whole or in part, are to be issued. 
It is also authorized to make a valua- 
tion in detail of all of the property 
of the corporation and may determine 
the full amount of the liabilities if 
deemed pertinent. The old law con- 
templated the issue of securities with 
reference only to the value of assets, 
taking no account of liabilities. Now 
the law provides that the commission 
may take liabilities into account, 
especially the existence or nonexist- 
ence of depreciation reserves. 


HE old securities law provided 

that it was necessary merely to 
preserve a reasonable relation be- 
tween bonds and stock; the new law 
requires that a reasonable relation be 
kept between all types of securities. 
Specifically, the law says that: 


“The amount of securities of each class 
which any public service corporation may 
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issue shall bear a reasonable proportion to 
each other and to the value of the prop- 
erty, due consideration being given to the 
nature of the business of the corporation, 
its credit, and prospects, the possibility that 
the value of the property may change from 
time to time, the effect which such issue 
will have upon the management and oper- 
ation of the corporations by reason of the 
relative amount of financial interest which 
the various classes of stockholders will 
have in the corporation, and other consid- 
erations deemed relevant by the commis- 
sion.” 


HIS provision recognizes the rev- 

olution in utility finance which 
has come since the enactment of the 
first stock and bond statute in 1911. 
If not in law, at least for all practical 
purposes, the preferred stock of pub- 
lic utilities has become a species of in- 
vestment security. Widespread cus- 
tomer ownership campaigns, cumula- 
tive dividend provisions, and the priv- 
ilege of calling preferred stock at a 
premium, have combined to render 
this form of capital stock a credit 
obligation in effect. It has, no doubt, 
been used by the financial architects 
of corporate structure to extend be- 
yond the originally contemplated lim- 
its the financial advantages of “trad- 
ing on the equity.” The commission 
is thus given authority to hold this 
practice within reasonable limits. 
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ERHAPS the most radical addition 

in the new securities law provides 
that whenever the commission shall 
find that the capital of any public 
service corporation is impaired it may, 
after investigation and hearing, issue 
an order directing such public utility 
to cease paying dividends on its com- 
mon stock until such impairment has 
been made good. This provision, like 
the foregoing one, aims to protect 
preferred stock dividends, especially 
since such investments are now held in 
small denominations. In order to 
carry this condition into effect the 
commission will have to appraise not 
only assets but also liabilities. In this 
connection it shou'd be remembered 
also that profits available for divi- 
dends are not obtained until depreci- 
ation has been provided for as fixed 
in the new law and as will be ex- 
plained later. With the permission 
of the commission only dividends on 
preferred stock may be paid without 
being currently earned. These safe- 
guards against impairment of capital 
were also erected because the tempta- 
tion was present in recent years to ex- 
pand the financial structure of some 
public utilities by giving effect to the 
unduly enhanced cost of reproduc- 
tion. 


F apenas the original public util- 
ity act of 1907 carried certain 
provisions relating to depreciation the 
Tequirements were not sufficiently 
specific and wholly anomalous from 
an accounting point of view. Hence 
this section was entirely rewritten and 
the duties of the commission made 
more explicit. Now every public 
utility is required to file with the com- 
mission its estimate of the average 


annual rate of depreciation for each 
of its classes of fixed capital and of 
the composite annual rate of depre- 
ciation required as an aggregate. The 
commission is asked to review the 
estimates and either certify that they 
are reasonable and proper or certify 
revised percentages. If the fixed capi- 
tal accounts of the utility are not sub- 
divided the certification may be based 
upon the aggregate of fixed capital. 
In order to meet changing conditions 
the estimates may be revised from 
time to time. In revising the reason- 
able and proper percentages of depre- 
ciation the commission must give 
consideration to the experience of the 
utility in accumulating a depreciation 
reserve under previous rates, the re- 
tirements actually made, and such 
other factors as may be relevant. 
Unless a special hearing and order is 
requested the certification is to have 
the effect of an order. The percent- 
ages so established are to constitute 
the percentages to be used in any pro- 
ceeding involving the rates and prac- 
tices of the utility concerned. 


AS a necessary next step the law 
then requires that the utility 
credit its depreciation reserve in each 


accounting period with such an 
amount as may be required to pro- 
vide for depreciation at the rates es- 
tablished. 

In the past, instances were numer- 
ous where the utility had failed to set 
up depreciation at the percentages 
found reasonable by the commission 
in rate proceedings. Under the re- 
vised law entries in the relevant books 
of account will have to conform with 
the commission’s determinations. If 
the public utility is a corporation it 
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may pay dividends only out of earn- 
ings ascertained for any fiscal period 
after crediting its depreciation re- 
serve in accordance with the rates es- 
tablished. Moreover, only earnings 
so ascertained may be carried to the 
surplus account. 

This procedure is subject to the ex- 
ception, however, that the commis- 
sion may find it to be in the public 
interest to exempt a public utility in 
whole or in part from this duty in 
order not to impair its ability to pay 
dividends for the current calendar 
year. Originally, the bill had limited 
the exemption so that only dividends 
upon preferred stock might be paid. 
In this as in certain other respects the 
bill was modified to meet objections 
of utility representatives. 


tyes but very important provi- 
sion of the depreciation section 
forbids charging to the depreciation 
reserve anything except losses on 
property actually retired from service. 
This assures the inviolability of the 
depreciation reserves without raising 
the issue whether customers have a 
legal or equitable interest in such re- 
serves. Certainly the disposition of 
this question by the United States 
Supreme Court in Board of Public 
Utility Commissioners v. New York 
Teleph. Co. 271 U. S. 23, 31, P.U.R. 
1926C, 740, is anything but satisfac- 


tory. 


e 
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pene public utilities are au- 
thorized to account for deprecia- 
tion on a sinking-fund basis. If a 
utility desires to make use of this op- 
tion the commission must first deter- 
mine that this basis may reasonably 
be employed. It must certify the 
composite rate to be applied to the 
aggregate fixed capital in order to de- 
termine the amount of depreciation 
to be charged to operating expenses 
and also the interest rate, applicable 
to reserve balances, at which addi- 
tional credits to the reserve will have 
to be computed in order to make the 
sinking-fund plan fully effective. In 
other respects the restrictions and 
regulations are the same. 


HE section receiving the widest 

publicity was aimed to enlarge 
the scope of the commission’s powers 
over contracts and business relations 
with parent holding companies and 
other affiliated concerns. 

There can be no questioning the in- 
fluence of holding company control 
in undermining the pristine effective- 
ness of state commission regulation. 
Long before Professor William Z. 
Ripley in his dramatic work, “From 
Main Street to Wall Street,” called 
public attention to this developing 
problem, students conversant with the 
minutiae of regulation were well 
aware that here was a dangerous loop- 
hole for the escape of regulatory ju- 


section forbids charging to the depreciation reserve any- 


q “A BRIEF but very important provision of the depreciation 


thing except losses on property actually retired from serv- 
ice. This assures the inviolability of the depreciation re- 
serves without raising the issue whether customers have 
a legal or equitable interest in such reserves.” 
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risdiction. The present writer is will- 
ing to concede that the extent of the 
damage is debatable and that it is not 
present in all cases. Nevertheless, 
legitimate questions may be raised as 
to the reasonableness of holding com- 
pany charges where these undertake 
to carry on managerial, construction, 
purchasing, or financing functions 
for operating public utilities. Since 
holding companies and their affiliates 
are often foreign corporations and 
not construed as doing business in the 
state, their records are beyond the 
control of the state commission. In 
this way important activities, once 
wholly within a state’s control when 
the utilities were independent state 
entities, are now placed beyond the 
ken of the commissions. 


dew. legislative approach to the 


problem was by means of a defi- 
nition of “affiliated interest’? which 
was made to include every corpora- 
tion and person owning or holding di- 
rectly or indirectly 5 per cent or more 
of the voting securities of any public 
utility. The definition is further ex- 
tended by including holdings in any 
chain of successive ownerships wheth- 
er the operating utility is linked in 
directly or through the medium of 
another corporation. Finally, the 
definition is extended to include rela- 
tions between public utilities and their 
own officers and directors as well as 
directors and officers in affiliated cor- 
porations. Even corporations whose 
directorates interlock with the direc- 
torates of public utilities come with- 
in the ambit of this definition. To 
make assurance doubly sure, every 
corporation or person which the com- 
mission finds after investigation and 


hearing is as a matter of fact exer- 
cising any substantial influence over 
the policies and actions of such pub- 
lic utilities, whether due to informal 
understandings, joint ownerships, 
blood relationships, or action in con- 
cert, becomes an affiliated interest. 


by a general order of June 11, 1931, 
for the purpose of ascertaining 
the identity of affiliated interest, the 
commission construed its duties un- 
der this statute as follows: 

“The commission wishes to call attention 
to the fact that it has no present intention 
and it conceives that it is not its duty to 
regulate all the relations between all of the 
public utilities in the state subject to its 
jurisdiction and every affiliated interest 
disclosed by this questionnaire or by the 
commission’s own investigation. Such a 
task would probably be impossible and 
would certainly not be feasible. But the 
commission will be unable to perform its 
full duty under the new statute unless it 
has in its possession the information iden- 
tifying those persons and corporations 
which are affiliated within the meaning of 
the statute with the public utilities which 
are subject to its jurisdiction.” 

HE subject matter which this 
statute aims to place within the 
purview of the commission’s powers 
are contracts or arrangements provid- 
ing for the furnishing of all manner 
of services, including especially man- 
agement, supervisory construction, 
engineering, accounting, legal, finan- 
cial, or similar services and contracts 
or arrangements for the purchase, 
sale, lease, or exchange of property 
of every description. Hereafter, 
such contracts or modifications of ex- 
isting contracts, when entered into 
between a public utility and an affili- 
ated interest, to be valid or effective 
must be filed with the commission and 
receive its written approval. 
The statute also imposes the duty 
of filing with the commission a veri- 
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The Order that Gives the Commission Control 
Over Utility Development Projects 


he HE commission is authorized by general 
or special order to require public utilities 





to submit plans, specifications, and estimated 
costs of proposed construction of new plant or 
of additions to existing plant which the com- 
mission finds will materially affect the public 
interest. In such general or special order the 
commission may provide that such projects 
may not be undertaken unless the commission 


certifies that public convenience and necessity 
require such work.” 





fied copy of written contracts or a 
verified summary of unwritten con- 
tracts in effect but entered into prior 
to June 6, 1931. Contracts will be 
approved by the commission only aft- 
er an investigation has disclosed that 
they are reasonable and consistent 
with the public interest and upon sub- 
mission of satisfactory proof of the 
cost to the affiliated interest of ren- 
dering the service or of supplying the 
property in question. The statute 
goes on to define what is satisfactory 
proof and relies in this respect defi- 
nitely upon Justice Hughes’ decision 
in Smith v. Illinois Bell Teleph. Co. 
(1930) 282 U. S. 133, P.U.R.1931A, 
1. There the court held with respect 
to payments under license contracts 
‘between the American Telephone and 
Telegraph Company and the Illinois 
Bell Telephone Company : 

“In view of the findings, -both of the 
state commissions and of the court, we 
see no reason to doubt that valuable serv- 
ices were rendered by the American Com- 
pany, but there should be specific findings 
by the statutory court with regard to the 
cost of these services to the American 


Company and the reasonable amount which 
should be allocated in this respect to the 


operating expenses of the intrastate busi- 

ness of the Illinois Company in the years 

covered by the decree.” 

In order to facilitate cost finding 
the statute provides as follows: 

“No proof shall be satisfactory . . . 
unless it includes the original (or verifi 
copies) of the relevant cost records and 
other relevant accounts of the affiliated in- 
terest, or such abstract thereof or sum- 
mary taken therefrom as the commission 
may deem adequate, properly identified 
and duly authenticated, provided, how- 
ever, that the commission may, where rea- 
sonable, approve or disapprove such con- 
tracts or arrangements without the sub- 
mission of such cost records or accounts.” 

HE commission is likewise given 

a continuing supervisory control 
over the terms and conditions of such 
contracts or arrangements. And in 
any proceeding involving rates or 
practices of any public utility the com- 
mission may exclude from its ac- 
counts any payment or compensation 
to an affiliated interest for services 
rendered or property furnished un- 
der existing contracts or arrange- 
ments unless the public utility estab- 
lishes the reasonableness of such pay- 
ments by means of the same test of 
cost to the affiliated interest as was 
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set up for future contracts or ar- 
rangements. Prior approval by the 
commission does not preclude disal- 
lowance or disapproval of payments 
under contracts if actual experience 
demonstrates that the payments pro- 
vided for were or are unreasonable. 

So far as the present writer is 
‘aware, the powers over holding com- 
pany operations by means of this 
statute are more far-reaching than 
any hitherto conferred upon any com- 
mission. 


I order to give the commission a 
larger and more definite measure 
of control over public utility develop- 
ments in the state, a new section was 
added providing that no public utility 
shall begin the construction, installa- 
tion, or operation of any new plant, 
equipment, property, or facility nor 
of any extension, improvement, or ad- 
dition to its existing plant unless and 
until it shall have complied with any 
applicable general or special order of 
the commission. The commission is 
authorized by general or special or- 
der to require public utilities to sub- 
mit plans, specifications, and estimat- 
ed costs of proposed construction of 
new plant or of additions to existing 
plant which the commission finds will 
materially affect the public interest. 
In such general or special order the 
commission may provide that such 
projects may not be undertaken un- 
less the commission certifies that pub- 
lic convenience and necessity require 
such work. The commission may re- 
fuse to grant the certificate if it ap- 
pears that the completion of the pro- 
ject will substantially impair the effi- 
ciency of the service of a utility or 
provide facilities unreasonably in ex- 
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cess of the probable future require- 
ments. It may also refuse the certifi- 
cate if the project will, when placed 
in operation, add to the cost of the 
service without proportionally in- 
creasing the value of the service or 
the quantity of service available, un- 
less perchance the utility agrees to 
waive increases in rates which might 
become necessary. The commission 
is also empowered to grant a certifi- 
cate for part of a project and to at- 
tach to its issuance such terms and 
conditions as will insure meeting the 
requirements set forth in the law. In 
enacting this statute the legislature, at 
least so the public utilities claimed, 
has gone quite beyond the proper field 
of regulation and trenched upon 
ground hitherto: reserved for man- 
agerial initiative. 


M2 amendments to the public 
utility law give the commission 
increased control over abandonments 
of service, and over the reorganiza- 
tions of all public utilities and rail- 
roads, steam railways excepted. 

A troublesome matter is disposed 
of by giving the commission jurisdic- 
tion over contracts between public 
utilities and cities and villages for the 
furnishing of light and heat. 

Procedural and other matters, such 
as prior approval by the commission 
of increases in rates, the furnishing 
of information respecting the identity 
of the holders of its voting capital 
stock, the power to issue conditional, 
temporary, emergency, and supple- 
mental orders, and provisions regulat- 
ing and strengthening the position of 
the commission in applications for 
rehearing and for judicial review, 
were likewise included in this pro- 
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gram of reorganizational legislation. 

No definite statements can as yet 
be made regarding the effect which 
these newer developments in regula- 
tion will have upon the conduct of 
public utilities in the state of Wiscon- 
sin. No doubt portions of this pro- 
gram will be forced to pass through 
the crucible of court review. 

It should be noted, however, that 


the purpose of the present legislation, 
as distinct from that of the earlier 
periods, is to raise an already estab- 
lished regulatory agency to a higher 
standard of performance. This will 
appear even more clearly after the 
remaining legislation dealing with 
public ownership and the functions of 
the state utility corporation has been 
explained in a succeeding article. 


In the following and concluding instalment, Dr. GLASER will describe 

and analyze the recent Wisconsin legislation which deals with public 

ownership projects and the functions of the reorganised public 
service commission. 





The News Dispatches Tell Us That— 


THERE are no street cars in Wyoming. 


* 


* 


BENJAMIN Franklin was the inventor of the street lamp. 


* 


x 


Tue charge for a private telephone in Siam is $6.30 a month, ir- 
respective of the number of calls made. 


: 


x 


A Curicaco automobile dealer is offering as a bonus to each buyer of 
a second-hand car from 10 to 100 shares of railroad stock listed on 


the New York Stock Exchange. 


* 


x 


Hatr of the electric power plants in the United States are obsolete— 


in the sense that were they replaced 


with new equipment, the savings 


would in a short time amortize the investment. 


* 


* 


Last year the ‘Signal Corps of the United States Army saved 
Uncle Sam $254,611 on his bill for communication service by trans- 
mitting messages to that value “free of charge.” 


* 


x 


Tue historic gold telegraph key, given by George W. Cormack, the 


original discoverer of gold in 


opening the Alaska-Yukon-Pacific Ex 
used by five Presidents in flashing 


Alaska, to President Taft for use in 


ition, has since that time been 
opening signal for important 


events, including the opening of power 
154 





FOUR REASONS WHY I QUESTION THE EFFICIENCY OF 


The One-Man Commission Idea 


How such an experiment as that in Oregon is viewed 
by an experienced member of a state regulatory body 


By HOWELL ELLIS 
MEMBER, PUBLIC SERVICE COMMISSION OF INDIANA 


“Two have more wit than one.”—GowEnr. 


NE of the curses of America 
today is the increasing num- 


ber of bureaus and institutes 
of research, often directed and fi- 
nanced in an obscure manner, which 
make “surveys,” “reports,” and “rec- 
ommendations” as to the conduct of 
the business of the government of the 
United States and the governments 
of the various states. 

The reports of such investigations 
and such investigators, in my opin- 
ion, are mostly sham or Wickersham. 
Manned usually by alleged experts 
recruited from the ranks of those 
who have had no practical experience 
in any line of endeavor except per- 
haps “investigating” and “recom- 
mending,” such bureaus, institutes, 
and investigating committees enter 
into their work with an unholy zeal 
to overturn if possible the agencies 
of government which have contribut- 
ed so much to the development of our 
country as we know it today. 


Ae recommendation emanat- 
ing from and endorsed by such 
quarters is the proposal to centralize 
regulatory authority over public util- 
ities through the establishment of 
one-man commissions in the place of 
state public service commissions or 
other regulatory bodies composed of 
several members. The source of 
such a proposal is, in itself, ample 
reason to give it the closest scrutiny. 

We should be sure that the reme- 
dies proposed for governmental ills 
are not worse than the disease. De- 
fects in the present system of regu- 
lating public utilities, by regulatory 
bodies composed of several members, 
and I freely admit that such defects 
exist, should be corrected by meas- 
ures which will strengthen adminis- 
tration of laws designed for the pro- 
tection of the consuming public, 
rather than weaken it. 

It is my opinion that the creation 
of one-man commissions will not 
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strengthen administration of regula- 
tory laws involving public utilities. 

I am opposed to the substitution of 
one-man commissions in the place of 
regulatory bodies composed of sev- 
eral members for the four following 
reasons : 


toys The task of administering 
laws enacted for the purpose of 
regulating public utilities in the aver- 
age state is of too great magnitude to 
be placed successfully in the hands of 
one man. 

State regulatory bodies such as pub- 
lic service commissions and railroad 
commissions have jurisdiction gener- 
ally over all types of public utility 
companies, and the intrastate activi- 
ties of steam carriers. A recent add- 
ed burden in many states has been the 
problems in connection with regula- 
tion of motor vehicle common car- 
riers. A multiplicity of formal ac- 
tions arise from the jurisdiction con- 
ferred upon the commissions, some 
of the most important including rate 
cases, service cases, security issuance 
cases, consolidations and mergers, 
and cases involving issuance of cer- 
tificates of public convenience and ne- 
cessity. There are many other kinds 
of formal cases before such bodies. 
Most of these cases require public 
hearings, usually in a city or town lo- 
cated in the section of the state in- 
volved. These cases may be complet- 
ed in a few hours, but often continue 
for days and weeks. The commis- 
sion in the average state conducts 
several hundred such hearings every 
year. A transcript of the record in 
many of these cases consists of sev- 
eral thousand pages. One man could 
give such records only a cursory ex- 


amination. Briefs are submitted by 
the parties in many cases, and often 
oral arguments before the commission 
are requested. Thereafter, the find- 
ings and order of the commission 
must be prepared. Also, hundreds of 
informal matters come before the 
commission. 

Obviously, it is a physical impossi- 
bility for one man to carry on this 
work or to become familiar with the 
details of all the cases. A one-man 
commission, therefore, would result 
in many of the most important pro- 
ceedings being conducted by an ex- 
aminer or agent appointed by the one 
commissioner. Even the commissions 
composed of several members are re- 
quired to refer many cases to exami- 
ners, but members of the commission 
usually are able to conduct the most 
important matters. 


I HAVE had experience both as an 
examiner and as a commissioner. 
I have found that parties to proceed- 
ings before a commission almost uni- 
formly are dissatisfied with having 
their cases referred to an examiner. 
The consuming public particularly de- 
sires the cases instituted by it heard 
by a commissioner who is to have a 
voice in the decision. 

It may be that one man is able to 
carry on these duties in Oregon, 
where a one-man commission has been 
established. I am not familiar with 
the amount of work before the com- 
mission there. I am, however, famil- 
iar with the volume of business be- 
fore some other state commissions. 
I do not believe, for example, that 
any one man could successfully carry 
on the regulation work in Illinois, 
Pennsylvania, Wisconsin, or many 
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One MempBer THREE MEMBERS 


Oregon Alabama 
Arizona 
Arkansas 
Colorado 
Connecticut 
Florida * 
Idaho 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Minnesota 
Mississipi 
Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
New Mexico 


SEVEN MEMBERS 


Illinois 
Pennsylvania 
South Carolina 


Frve MEMBERS 


California 
Georgia 
Indiana 
Massachusetts 
Michigan 
Missouri 

New York (Public Service Commission) 


New York (Transit Commission) 


North Carolina 
North Dakota 
Ohio 
Oklahoma 
Rhode Island 
South Dakota 
Tennessee 
Texas 

Utah 
Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 





THE NUMBER OF MEMBERS ON THE STATE 
COMMISSIONS AS AT PRESENT ORGANIZED 


other states which I could mention. 

In this connection it might be well 
to review the situation as to the num- 
ber of commission members which 
now exist in the several states. 
There is one state with a one-man 
commission, thirty-seven states have 
three-men commissions, seven states 


have commissions of five members, 
and there are three states with com- 
missions composed of seven members. 

The above table, compiled from 
Public Utilities Reports, shows the 
commission membership in the vari- 


ous states. 
Of course, individuals have occu- 
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pied and will continue to occupy gov- 
ernmental positions with duties and 
responsibilities which make the busi- 
ness of regulation of public utilities 
shrink into insignificance. But such 
governmental positions are largely 
executive in character. The nature of 
the work before public service com- 
missions or other such regulatory 
bodies is entirely different. It is my 
opinion, therefore, that in the aver- 
age state a one-man commission could 
not cope successfully with utility reg- 
ulatory problems. 


Eom Cases coming before state 
regulatory bodies are of such a 
nature as to require the composite 
judgment of several men, rather than 
the opimon of one man. 

Utility regulation involves duties 
of a quasi judicial nature which 


should not be placed in the hands of 
one man. The formal cases coming 
before state commissions have a vital 
connection with the welfare of all the 
citizens of the state. Water, heat, 
light, power, and transportation prob- 
lems are a part of the very fabric of 
existence. These matters cannot 
lightly be subjected to the possible 
whim or caprice of one individual. 
Courts of appellate jurisdiction 
uniformly are composed of several 
judges. Yet public service commis- 
sions, or other such regulatory bod- 
ies are called upon to rule on ques- 
tions of as vital importance to the 
public welfare as often come before 
appellate courts. Courts are estab- 
lished to pass upon questions of law, 
and are often guided therein by estab- 
lished precedents. The public serv- 
ice commission, more often perhaps 
than the appellate court, is compelled 


to sail an uncharted sea, where the 
judgment of several skilled naviga- 
tors is none too much. 

It is interesting to note the provi- 
sions of the Federal Code in refer- 
ence to injunctions based upon alleged 
unconstitutionality of state statutes, 
One Federal judge, even though he 
be a justice of the Supreme Court of 
the United States, cannot issue an in- 
terlocutory injunction in a matter of 
this kind. Three Federal judges, one 
of whom must be a justice of the Su- 
preme Court or a circuit judge, are 
required to hear and determine such 
a case. It is before courts of this 
kind that many applications for in- 
junctions against rate orders of state 
regulatory bodies are heard. 


O UR appellate courts including par- 
ticularly the Supreme Court of 
the United States, often decide the 
most important cases by a divided 
vote indicating a wide divergence of 
opinion among the members thereof 
as to the merits of the questions pre- 
sented. If it is wise to have this sort 
of procedure in our judicial system, I 
am convinced it is equally prudent to 
follow it in connection with utility 
regulatory bodies. It is not enough 
to say that the decisions of a one-man 
commission are subject to review by 
the courts. Only a relatively small 
number of the cases decided by util- 
ity commissions find their way into 
the courts. The decision of the com- 
mission is final in many instances. It 
appears, therefore, that decisions of 
commissions should have the benefit 
of the best thought of several men 
rather than of one. 

It should be noted that many im- 
portant decisions of commissions are 
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mission almost uniformly are dissatisfied with having their 


q “I HAVE found that parties to proceedings before a com- 


cases referred to an examiner. 


The consuming public 


particularly desires the cases instituted by it heard by a 
commissioner who ts to have a voice in the decision.” 


by a divided vote just as occurs in our 
courts of appeal. I have listed what 
in my opinion were the ten most im- 
portant cases before the Indiana com- 
mission during the last year: The 
record shows a divided vote in seven 
out of the ten. A one-man commis- 
sion could conceivably have entered a 
different order from that handed 
down by the majority in each of these 
cases where a divided vote occurred. 

While it may be a bit trite, the old 
saying “Two heads are better than 
one” surely finds application in this 
situation. 


i Besaqes If @ one-man commission 
is established, when a change oc- 
curs in the office, often it will be filled 
by a man not familiar with utility 
regulation work who will require some 
time to become entirely conversant 
with his duties, while with a commis- 
sion of several members, a complete 
change in personnel usually does not 
occur at one time so that trained men 
always are available. 

Public service | commissioners 
whether elected or appointed often 
are not entirely familiar with the du- 
ties of directing utility regulation at 
the time they take office. Of course, 
there are exceptions to this rule, but 
the average new commissioner usually 
has much to learn before he becomes 
an efficient servant of the state. Dur- 
ing the period that a new commis- 
sioner is “getting his feet on the 


= 


ground,” if he is serving in a state 
where there are several members of 
the commission, he has the advantage 
of the advice and assistance of his 
colleagues, some of whom at least will 
usually have had several years of ex- 
perience. The man who takes the of- 
fice fully qualified to carry out his du- 
ties at the outset of his term, in my 
opinion, is exceptional. 


HERE have been appointments of 

commissioners recently in New 
York and Wisconsin where the men 
named had particular knowledge of 
regulatory work before assuming 
their duties. I believe, however, that 
even new commissioners such as 
these feel the need of consultation 
with their associates in regard to 
some phases of the work. 

I do not want to be construed as 
indicating that men taking office as 
public service commissioners are lack- 
ing in qualifications. They are gen- 
erally men of ability, intelligence, in- 
tegrity, and devotion to duty. But 
they have not in many instances been 
closely associated with regulatory 
work and, therefore, must have an 
opportunity to become thoroughly 
familiar with the matters involved. 

As an illustration of this fact I may 
refer to the situation of members of 
the legal profession who have not 
specialized in public utility practice. 
Such attorneys even though eminent 
in their profession, when they sud- 
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denly find themselves in the midst of 
a public utility rate case, are required 
to spend much time in study in order 
to familiarize themselves with the is- 
sues and the procedure. 


_ Creation of a utility dicta- 
tor is un-American in principle. 

The proposal to place sole regula- 
tory power over public utilities in the 
hands of one man is not in accord 
with American ideals. It smacks too 
much of the kind of government 
which has brought about unhappy 
conditions in foreign lands. I do not 
believe that either the utilities or the 
consuming public will want to set up 
a virtual “dictator” with large au- 
thority in utility regulation matters. 
It is conceivable that such a man soon 
would become a more powerful figure 
in the state government than the gov- 
ernor. I need only suggest the pos- 
sibilities which would present them- 
selves to a one-man commission in the 
building up of a political machine. 
The whole proposal, in my opinion, is 
repugnant to American principles of 
government. 


One man clearly could not be a rep- 
resentative of all stratums of our citi- 
zenship. With a commission of sey- 
eral men, it is possible to have as 
members of the commissions, repre- 
sentatives of capital and labor, farm, 
and factory, sitting down at the con- 
ference table to work out the solu- 
tions of the problems of such vital 
importance to all. 

This, it seems to me, is the ap- 
proved American way of proceeding 
in such matters. 


N these days of stress, when radi- 
cals and demagogues are shouting 
for the adoption of fads and fancies, 
it appears to be the time to hold fast 
to American ideals. The agitators 
are seeking to tear down the Ameri- 
can form of government and substi- 
tute for it a mushroom growth from 
foreign soil where the people exist for 
the government. Here, government 
exists for the people. 

Therefore, let us be slow to adopt 
changes in our governmental struc- 
ture which do not measure up to 
American principles. 





Regulatory Problems that Confront the 
State Commissions: 


Tue Motor Bus: Should steps be taken to collect charges 
from the motor carriers for the use of the highways? Or 
should their service and rates be regulated? These questions 
will be discussed by WorTH ALLEN, of the Colorado com- 
mission, in a coming issue of this magazine. 


THE INTERSTATE Pipe Lines: Should they come under the 
jurisdiction of the state commissions, of the Federal com- 
missions—or both? This problem will be treated by E. H. 
HatTcHer, attorney of the Kansas commission, in a coming 
number of Pusiic UTILITIES ForRTNIGHTLY. 
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THE OMINOUS LESSON FROM AUSTRALIA’S 


Orgy of Public Ownership 


The recent overwhelming defeat of the Labor 
Government in Australia—following the repudia- 
tion of the Labor party in England—gives the 
following article importance and significance, 
especially in view of the pending state and Federal 
legislation for further extension of governmental 
activities into public utility enterprises in the 
United States. 


By LOTHROP STODDARD 


OTHING is more extraordinary 
N than the contrast between the 

status of public utilities in 
America and in Australia. With us, 
the principles of private ownership and 
private initiative are generally accept- 
ed; and, despite a loudly vocal mi- 
nority, are not seriously challenged. 
In Australia, on the contrary, public 
ownership is the rule. 

Furthermore, in Australia, the term 
“public utility” covers a much broad- 
er field than it does with us. For 
there, the state and the municipality 
have not stopped at the acquirement 
of guasi monopolies like railroads and 
tramways, telegraphs and telephones, 
gas and power plants; they have 
also entered many fields which, in 


America, no one except a handful of 
extreme radicals would dream of in- 
vading. Coal mines, saw _ mills, 
brickyards, textile factories, can- 
neries, meat-packing plants, shipping, 
banking, even food-shops and retail 
stores—these are an incomplete list 
of the businesses into which one or 
more of the states of the Australian 
commonwealth have embarked at 
various times. 

To many Australians, public own- 
ership is a fetish—a panacea to cure 
all their economic ills, while the 
powerful Australian Labor Party 
stands committed to a radical program 
of state Socialism whose ultimate 
objective is the extinction of private 
enterprise. 
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HIS amazing contrast requires 
an adequate explanation. In 
some respects, America and Australia 
have much in common. They are 
about the same size—in each case, 
approximately three million square 
miles. They are both “young” coun- 
tries, Australia having been settled 
shortly after our Revolutionary War. 
Most important of all, they were both 
settled by colonists of British stock, 
and they have conserved the heritage 
of English speech and culture. 
These striking similarities are apt 
to make us assume that the two 
peoples should think substantially 
alike. But when we look closer, we 
discover equally striking differences 
which tend to produce sharp di- 
vergencies in outlook and action. 


o begin with, the climate of 

Australia is very different from 
ours. Most of the Australian con- 
tinent is arid land, much of it fit 
only for stock-raising on a large scale. 
Except in the temperate southwest 
and the (as yet undeveloped) semi- 
tropical north, agriculture is profit- 
able only through irrigation, which 
implies expensive water-conservation 
projects. In other words, Australia 
is climatically akin to our southwest- 
ern states; it is not, like America, a 
land inviting spontaneous settlement 
by pioneers relying solely on their 
own resources and independent of 
governmental aid. 

Again, while America was settled 
mainly by individual initiative, Aus- 
tralia began as a penal colony. Its 
early government was a military autoc- 
racy based upon forced convict labor. 
Even when this gave place to free 
settlement and self-government, Aus- 
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tralia’s remoteness from the mother 
country made it difficult to attract 
capital for private undertakings, so 
the colonial governments had to raise 
the money needed for development 
through public loans floated in Lon- 
don on state credit; and this, in turn, 
implied state-owned public utilities, 
The history of the Australian rail- 
roads is a good example. At first, 
some of the Australian colonies 
would have gladly seen the railways 
built by private enterprise. But capi- 
tal could not be raised privately in 
sufficient volume, so the state had to 
assume the task. Only by degrees 
did the principle of state ownership 
of railways become universally estab- 
lished. 


a important is the distinct- 
ly urban character of Australian 
national life. America was, until re- 
cent times, an overwhelmingly agri- 
cultural land with no large cities, and 
with a population of small farmers 
and frontiersmen, equally impreg- 
nated with individualism and distrust- 
ful of state interference. Even our 
cities have been recruited mainly by 
country-bred folk, with their strong 
individualistic heritage. In Austra- 
lia, on the other hand, city and 
country have developed apart from 
one another. The hardy souls who 
penetrated the illimitable stretches of 
the Australian “bush” and there es- 
tablished their ranches and_stock- 
farms shared the pioneering spirit of 
the American frontiersman. It is 
their descendants, together with the 
business men and professional ele- 
ments of the towns, who have con- 
sistently upheld the principles of in- 
dividualism and private initiative, 
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and who have never ceased to protest 
against socialistic trends. But the 
nature of the country has kept the 
rural element small, relative to the 
growth of urban population. 

Australia’s towns and cities were 
settled mainly by British workingmen, 
seeking urban jobs. Town dwellers 
at home, they retained the townsman’s 
reliance upon municipal or state ac- 
tivity and were predisposed to collec- 
tivism. Furthermore, many of them 
came out to Australia thoroughly im- 
bued with the socialistic doctrines 
long rife among British industrial 
workers. Here we find the germs of 
that state ownership program which 
was to become the fixed objective of 
the Labor Party. And when we re- 
call that something like two thirds of 
Australia’s population live in cities 
and towns, we can realize the solid 
basis of Australian Labor’s power. 

This preliminary analysis of the 
Australian national temper enables us 
to understand the basic reasons for 
a trend towards state Socialism which, 
to American readers, might otherwise 
be well-nigh incomprehensible. 


E Bue way in which the public own- 
ership movement in Australia has 
spread to ever wider fields is clearly 
set forth in a handbook recently pub- 
lished under Labor auspices. Says 
this semi-official volume: 


“Some activities enjoyed a natural or 
artificial monopoly which might be used 
in a harmful manner. For instance, there 
could be no freedom of enterprise in 
supplying a town with gas or trams. 
The work must be put in the hands of 
one company, which was given a legal 
monopoly. But this monopoly might be 
used to give inferior service, charge ex- 
cessive prices, and make big profits. Such 
evils might be checked by vigorous regula- 
tion, but it would be much safer, and 
possibly cheaper, if the enterprise was 
publicly owned. This applied to postal 
facilities, means of transit, and d , as 
well as light. . .. 

“When governments undertake certain 
tasks, they need large supplies of materials. 
If these were obtained from private 
producers, a profit was made by the seller. 
Therefore, the state saw that it must 
produce the goods for itself. If it ran 
railways it must have its own coal mines, 
engineering and carriage building works. 


“In Australia the state has undertaken 
the manufacture and sale of commodities 
or the rendering of services in order to 
break monopoly prices. The state has 
come in as competitor, trying to give serv- 
ices more cheaply than they were rendered 
by private parties. State butcheries, fish- 
shops, woodyards, shipping, insurance, and 
banking are the chief lines of such action.” 


HERE, in brief, we have a survey 
of Australia’s public utility situa- 
tion, together with a clear statement 
of the attitude of mind which has 
chiefly brought it about. Obviously, 
Australian Labor is bent upon full- 
fledged state Socialism. 
Such being the general situation, 
let us now examine specific instances, 


to see how public ownership works 


out in practice. 
The railways offer the best starting- 


“POLITICAL interference with state-owned utilities is a 


particularly stubborn and ubiquitous evil. 


Its most 


vexatious manifestations are due to the activities of organ- 


ized labor. 


This is understandable when we realize that, in 


Australia, state employees are 100 per cent organized, and 
since all labor unions are federated in the Labor Party, their 
craft and political aspects are virtually indistinguishable.” 


163 








point, since they are at once the oldest 
and the most important single field of 
public ownership in Australia. Both 
the several states and the common- 
wealth have been enthusiastic railroad 
builders, the upshot being that Aus- 
tralia today has a greater per capita 
mileage than any other country in the 
world. 

This ambitious program has been 
made possible by the fact that Aus- 
tralian railroads cannot go bankrupt 
when they get “into the red,” the tax- 
payers making up the difference. 
And they have gone pretty consistent- 
ly “in the red,” because the avowed 
aim has been, not profit, but “the 
public good.” Thus, lines have been 
built so far in advance of settlement 
that, for many years, they could not 
possibly pay their way. Furthermore, 
operating costs are high. The labor 
item is especially heavy. Australian 
railwaymen get high wages, short 
hours, and many emoluments such as 
sickness benefits, long vacations, and 
generous pensions—all at state ex- 
pense. Also, the railways are over- 
staffed, judged by American stand- 
ards. In 1929, there were nearly 
134,000 railway “civil servants” on the 
payrolls—a pretty high figure, con- 
sidering that Australia’s total popula- 
tion is somewhat under 6,500,000— 
less than that of New York city. Op- 
erating expenses steadily increase, 
and the combined railway deficits are 
among the most burdensome charges 
upon the state and Federal budgets. 


URTHERMORE, operating efficiency 
leaves much to be desired. The 
root evils in this connection appear to 
be bureaucratic red-tape and political 
interference, especially on the part of 
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organized labor. These ills are not 
confined to the railways; they are 
common to nearly all Australian pub- 
lic utilities. In 1915, a Royal Com- 
mission investigated public utilities 
under Federal ownership—especially 
the Post Office Department, where in- 
efficiency had become notorious. The 
commission found the entire Depart- 
ment enmeshed in red-tape and 
cursed by excessive centralization. 
Says the report: 

“Subordinates are given responsibility 
and yet not trusted; prompt decision is 
impossible; all threads must pass into the 
hands of headquarters; time, paper, and 
labor are wasted, and the big men are so 
occupied with trivialities that they have no 
time to give to broad problems.” 

The commission concluded that 
the basic trouble was: 

“Want of what is known as business 
management, which is difficult to describe 
beyond saying that in well-managed con- 
cerns unnecessary work, especially cor- 
respondence, is avoided, simple methods 
are sought, and brains are kept cool and 
clear for important matters. . . . The 
training of the staff has been secretarial 
rather than managerial—vastly different 
things. bove all, your men must 


be encouraged to think for themselves, 
even when they make mistakes.” 


ppeeeveoes. interference with state- 
owned utilities is a particularly 
stubborn and ubiquitous evil. As al- 
ready remarked, its most vexatious 
manifestations are due to the activi- 
ties of organized labor. This is un- 
derstandable when we realize that, in 
Australia, state employees are 100 per 
cent organized, and since all labor 
unions are federated in the Labor 
Party, their craft and political as- 
pects are virtually indistinguishable. 

Labor dictation was the chief fac- 
tor in the lamentable failure of the 
Commonwealth Steamship Line— 
the most notorious disaster in the 
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What the British Investigators Reported About 
Australia’s Ventures Into Utility Service: 


74 E are so much impressed with the financial and 

economic risks surrounding government bor- 
rowing for purposes of development that we are moved 
to suggest that governments should restrict the sphere 
of their activities in this direction and in that of business 
undertakings, and should leave the field more widely 
open than in the past to private enterprise. . . . 
Within this field we think that private enterprise, with 
no public purse to fall back upon in the event of failure, 
exposed to no political pressure to embark upon un- 
profitable courses, and stimulated by the hope of gain 


to the maximum of economy and efficiency, would pro- 
duce results more beneficial to Australia as a whole 


than the present system is calculated to yield.” 
—BritisH Economic Mission 





checkered annals of Australian public 
ownership. This venture started un- 
der highly favorable auspices. The 
Great War was on, and the world- 
wide shipping shortage enabled these 
boats to operate at good profits. But 
when normal conditions returned and 
private competition became effective, 
the situation rapidly grew impossible. 
High operating costs, including fan- 
tastic wage demands, forced the Com- 
monwealth Line to charge such high 
rates that freight carried between 
Australian ports cost more than 
freight from England to Australia— 
clear around the world! The upshot 
was that the line had to be sold, and 
by the time the business was liquidat- 
ed, Australian taxpayers found them- 
selves saddled with a burden of over 
8,000,000 pounds sterling ($40,000,- 
000). 

Yet this loss, spectacular though it 
was, is no greater than the average 
annual loss on the state railways. For 
the fiscal year 1929-30, for instance, 
the combined railway deficits ran to 
the tune of 10,000,000 pounds ster- 
ling ($50,000,000). 


} ree increasingly aware of the 
damage done by political inter- 
ference, Australians have sought to 
remedy the evil by various methods. 
Instead of administering a public util- 
ity as a mere government department, 
where officials are apt to be politicians 
rather than industrial experts and 
where legislators and lobbies combine 
to upset things by constant interven- 
tion, many enterprises have been set 
apart and granted varying degrees of 
executive independence. The two 
outstanding methods are the statu- 
tory committee with special functions 
granted by the legislature, and the 
statutory corporation. The latter 
method has been furthest developed 
in the state of Victoria, and appears 
to offer the most hopeful way by 
which an industrial agency may func- 
tion in the interest of the state with- 
out being unduly subject to the handi- 
cap of political control. 

This state agency is, in form, quite 
similar to the private corporation. It 
has a charter, defining the statutory 
corporation’s powers and privileges. 
It has an executive head and a board 
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of directors, holding office either for 
a fixed term or during good behavior. 
Though appointments are usually 
made by the state, nominees must 
usually possess expert qualifications. 

Experience has proved that, even 
under this method, political influence 
is by no means eliminated. The state 
continues to be the final authority; 
the power of appointment is a potent 
lever; and there seems to be an irre- 
pressible desire on the part of govern- 
ment to interfere, ranging from the 
determination of general policies to 
the letting of contracts and even to 
petty details of administration. Still, 
“politics” is less in evidence, while 
lobbyists (especially labor lobbyists) 
find it harder to bring pressure for 
selfish or sectional ends. 


NE of the most interesting, as well 


as important, fields of Australian 
government ownership is in the do- 


main of light and power. Continent- 
al Australia (excluding the remote 
and undeveloped tropical north) is 
not rich in water power. Present 
surveys estimate the total energy po- 
tentially available from this source at 
not much over 1,000,000 horsepower. 
However, the adjacent island of Tas- 
mania (one of the states of the Au- 
stralian commonwealth), owing to its 
rugged topography and more abund- 
‘ ant rainfall, is relatively richer in 
“white coal.” Tasmania’s total po- 
tential water power probably aggre- 
gates at least 700,000 B. H. P. (con- 
tinuous rating); though at present 
less than 15 per cent of it has been 
utilized. On the continent, electric 
power is today largely developed 
from coal. The most important sin- 
gle source is the vast brown coal de- 


posits of Victoria—government 
owned and operated. 

State ownership of power and light 
utilities is today firmly established 
throughout the commonwealth. For- 
merly, the Tasmanian state govern- 
ment was willing to grant water 
rights for private development, but 
only one such concession of impor- 
tance was granted (in 1909), and 
this venture soon failed for lack of 
capital and had to be taken over by 
the state. Since the establishment of 
the hydroelectric department, Tas- 
mania has fallen in line with its sister 
states. Today, hydroelectric power 
is a state monopoly, the policy being 
for bulk sale at low rates to industries 
establishing themselves in the island. 
The classic instance is, perhaps, the 
long-term contract for a block of 
30,000 horsepower at two pounds 
($10) per horsepower year, between 
the state and the Electrolytic Zinc 
Company of Australasia, Ltd. 

Despite a rapid increase of hydro- 
electric consumption, the department 
is still “in the red.” At first, deficits 
were very heavy. As late as the fis- 
cal year 1926-27, the net loss (in- 
cluding allowance for depreciation) 
was 200,000 pounds sterling ($1,000,- 
000). Since then, the situation has 
improved, and the department ex- 
pects ultimately to be at least self- 
supporting. However, temporary 
deficits have not seemed to disturb 
the state authorities, since they an- 
nounced that their intention was “not 
so much to make a profit out of the 
sale of hydroelectricity as to make 
electric energy available in the state 
at the lowest possible figure and to 
encourage the establishment of indus- 
tries within its borders.” 
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sible by the fact that Australian railroads cannot go bank- 


q “Tus ambitious (railroad) program has been made pos- 


rupt when they get ‘into the red,’ 
And they have gone pretty consistently 


up the difference. 


the taxpayers making 


‘in the red’ because the avowed aim has been, not profit, but 


‘the public good.’ 


Operating expenses steadily in- 


crease, and the combined railway deficits are among the 
most burdensome charges upon the state and Federal 


budgets.” 


en long-range optimism may 
have been justified during the 
prosperous post-war decade. But, by 
the autumn of 1928, deflation was 
plainly casting its shadow over Aus- 
tralia. The commonwealth lives by 
its exports. These are almost ex- 
clusively raw materials, especially 
wheat and wool. With wheat glut- 
ting the world market and wool prices 
tobogganing, Australia’s favorable 
trade-balance rapidly sank to zero 
and then went the other way. 

Yet something remained  un- 
changed. And that “something’’ was 
the mountain of debts contracted to 
finance all those public utilities, all 
that elaborate program of social 
betterment’ on which Australia had so 
gaily embarked. The Australians 
awoke from a dream of continuous 
prosperity to find themselves faced 
with a public debt amounting to over 
$5,500,000,000 (nearly $1,000 per 
capita!), so much of it in foreign 
loans that fully $150,000,000 per 
year had to be exported to meet 
foreign debt charges. Furthermore, 
many of these loans were almost due 
—and no money in sight to pay them. 

What was to be done to avert the 
specter of national insolvency? 

Having been privately approached 
by the commonwealth authorities, the 


e 


Home Government appointed a Brit- 
ish Economic Mission to study the 
Australian situation. This mission, 
composed of four eminent financial 
experts, landed in Australia late in 
1928, and spent several months in an 
exhaustive investigation. During 
1929, they issued a report whose 
verdict, though couched in_ polite 
phrases, contains some pretty plain 
speaking. The commonwealth was 
frankly warned that it had been 
borrowing heavily for projects many 
of which were economically unsound ; 
that Australia’s credit was gravely 
affected, and that drastic retrench- 
ment was the only safe policy to 
pursue. 


8 Piece British investigators had 
scant patience with Australia’s 
wholesale acquirement of public utili- 
ties, for they remark: 


“Among the causes which have led to 
unprofitable expenditure we are led to be- 
lieve that an important element is the 
undertaking of schemes, such as railway 
schemes, under the pressure of sectional 
interests, without due regard to their 
financial and economic justification; that 
is to say, without due regard to the inter- 
ests of the community as a whole. 

“Generally, we are so much im ressed 
with the financial and economic risks sur- 
rounding government borrowing for pur- 
poses of development that we are moved 
to suggest that governments should re- 
strict the sphere of their activities in this 
direction and in that of business under- 
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takings, and should leave the field more jing which the commonwealth has 
widely open than in the past to private : é ‘ 
enterprise, . . « Within this field swe sought to extricate itself from its 
think that private enterprise, with no public : 

See te 4k tik sane le Oe amnet af dilemma, would lead us too far afield. 
failure, exposed to no. political pressure We have surveyed the public owner- 
to embark upon unprofitable courses, an j H sae g 
stimulated by the hope of gain to the ship —- “m= Australia ; its ob- 
smaxianum of economy and ficiency, — scure beginnings, its rapid rise, its 
produce results more beneficial to Australia aK . : o48 

as a whole than the present system is hey day and its discrediting. For, 
ciestenet to yield. Progress might, in- surely, no shrewder condemnation 
eed, be slower than in the case of suc- we 
cessful government action, but it would could be penned than the verdict Just 
be more sure, and the risks of loss and quoted, phrased so temperately yet so 
failure. which entail, not progress but jincisively by those dispassionate Brit- 


regression, would be greatly diminished. ., . > : ‘ 
ish investigators called in to diagnose 


” “We realize that a curtailment of loan a « 

expenditure by the Australian governments Australia’s ills. i ‘ a2 
saat involve the {inevitable concomitants Unless Australian public opinion 
re) eflation. eflation nevertheless re- ’ 
mains the course of wisdom if it be true, resolutely combats the Labor Party's 
as we think it is, that free expenditure on dream of state Socialism, Australia 
schemes very doubtfully remunerative has ; 

contributed to produce an inflated position. ” headed for further troubles on an 
The temporary apparent prosperity which even bigger scale. Yet, whatever 
such a position creates cannot in any case : 2 : € 
be lasting. If it is sought to prolong it, Australia say decide to do, the les 
it brings with it its own inevitable sons already set by sad experience 


nemesis.” should teach all the rest of the world 


g ee relate the political and financial —including most emphatically our- 
crises of the past two years, dur- selves. 





Our Over-regulated Civilization 


ce AN, the individual, in the age-old battle of man versus the 
E state, is losing his freedom by the ascendancy of state activi- 
ties. 

“In more than 250 undertakings the Federal government of the 
United States alone is competing with its own citizens, citizens who 
provide the wherewithal for such competition. From banking, in- 
surance, transportation, manufacturing—production and sale of agri- 
cultural products, aircraft, anchors, awnings, auto license tags, brooms 
and brushes, and on through the alphabet—to the —— of hotels 
and laundries and printing plants and warehouses. 

“Every act of the individual, waking or sleeping, is now regulated 
by some public authority. Whole sections of our industrial life 
are now under the deadening influence of political boards which tell 
individuals how to conduct their business, from agriculture, power 
and light, and radio to rails and the air. And those industries that 
are not regulated directly have a sort of supervision from other boards, 
commissions, and bureaus. 

“Tue great Federal pani at Washington now tells us what 
to eat, what to ened how to judge, build and furnish our houses, even 
how to sleep. ; 

“Tue farmer is told how to farm; the merchant is told how to 
manage a grocery store; the exporter is told how to pack goods for 
shipment overseas. We are instructed as to the mating habits of bull- 
frogs, the idiosyncrasies of oysters, and as to the operation of the 
lowly fly-trap.” 

—MERLE THORPE 
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What Others Think 





An Unbiased Comparison between Public 
and Private Power Plants 


(74 A’ their best the private companies 

are quicker to develop improved 
methods, the resulting gains being divided 
between the stockholders and the con- 
sumers. At their best the municipal 
plants are less aggressive in demonstrating 
to their customers the advantages of an 
increased use of electricity, but pass along 
to them all gain resulting from the adop- 
tion of improved methods. At their 
worst the difference between the two is 
the difference between graft at the top and 
graft at the bottom.” 


With this succinct statement, Mr. 
Charles H. Porter leads off his interest- 
ing article in the last quarterly issue 
for 1931 of the Journal of Land & 
Public Utility Economics, which sets 
out to compare the public and private 
utilities in Massachusetts. 

This introductory statement is valu- 
able because it is the conclusion of a 
writer who has taken unlimited pains 
to study and analyze the operation of 
public and private plants and because 
Mr. Porter himself is obviously a dis- 
interested student of the subject, with 
no particular ax to grind. 

But care should be taken in applying 
Mr. Porter’s conclusion to particular 
plants. Mr. Porter hastens to warn us 
of this. He points out that most of 
the private electric plants, as well as the 
municipal electric plants, in Massachu- 
setts, as well as elsewhere, fall far 
short of even approximate perfection. 


R. Porter approaches his problem 
cautiously. He does not fall into 

the obvious fallacy of adding up all the 
rates of private companies and public 
plants respectively, dividing the total by 
the number of plants and drawing con- 
clusions from the result as to which 
form of service is better for the pocket- 
book of the average Massachusetts 


citizen. He avoids the less obvious 
fallacy of making similar deductions 
from the totals of kilowatt hours sold 
with respect to the rates charged for 
them by the public and private com- 
panies respectively. 

He realizes that there is an intangible 
value that cannot be thus analyzed. If 
the support, for example, of private 
companies results in the incidental 
maintenance of research facilities that 
produce service improvements and other 
benefits for public and private plants 
alike, and if the support of public 
plants develops no such technical 
progress, there is a factor of value that 
cannot be easily captured and pinned 
down on an adding machine. There 
are similar possible intangible advan- 
tages which may accrue from municipal 
operation, but how much are they 
worth? Mr. Porter states his problem 
as follows: 


“The purpose of this article is to com- 
pare the municipal plants with similar pri- 
vate plants, primarily from the standpoint 
of the domestic consumer. Are the private 
companies more efficient than the municipal 
plants? If so, how much more efficient? 
Is the customer of the private company 
paying one dollar for private initiative 
and receiving in exchange only 50 cents 
worth of increased efficiency and service, 
or is the situation just the reverse of this? 
Are the customers of the average munic- 
ipal plant paying more or less for their 
electricity than their neighbors in the next 
town who buy from a private company? 
If less, to what extent are the lower rates 
made possible by open or hidden subsidies 
to the municipal plants, such as exemption 
from taxation or even direct appropriations 
from the tax levy to cover deficits in 
operating expenses? To what extent is 
the factor of interest an inherent advan- 
tage of the municipal plant? These are 
some of the questions which, so far as 
possible, should be answered.” 
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details of Mr. Porter’s procedure. The “4. That commercial and general ex- 


above-quoted passage indicates his care- 
ful appreciation of the complexities of 
the problem too sufficiently to lend value 
to his findings. He finds that in 1929, 
68 private companies sold 2,348,419,000 
kilowatt hours to 1,056,028 customers, 
as compared with 136,504,000 kilowatt 
hours sold to 118,290 customers by 43 
municipal plants during the same period. 
He finds that of the total kilowatt hours 
sold by the private plants 17.6 per cent 
was lost or unaccounted for as com- 
pared with 16.4 per cent lost or un- 
accounted for by the municipal plants. 

Other findings of Mr. Porter are as 
follows: 


“1, That though there may be at present 
some variations in the prices paid, there 
should in the long run be no important 
difference in the wholesale cost of elec- 
tricity to municipal plants and private com- 
panies of equal size, since both will secure 
their supply from a few large generating 
plants. 

“2. That the distribution costs of private 
companies are somewhat less than those of 
the municipal plants. 

“3. That the municipal plants have al- 


most no new business expense whereas the 
private companies spend from 10 to 25 


pense is very much higher for the private 
companies and that the average difference 

5 cents per customer per month is 
attributable principally to the higher cost 
of management. 


“5. That the municipal plants make a 
somewhat smaller allowance for deprecia- 
tion than do the private companies. 


“6. That the municipal plants have been 
so largely paid for through the surplus 
earnings of past years that they are in 
general paying almost negligible amounts 
of interest. 


“7, That approximately 25 per cent of 
the gross revenue of the private companies 
is paid out for taxes, interest, and divi- 
dends, 10 per cent for the former and 15 
per cent for capital. 


“8. That as the net result of all these 
variables, and more particularly of the 
last mentioned, the average domestic con- 
sumer of a municipal plant is paying ap- 
preciably less for electricity than a similar 
customer of a private company; but that 
more of the private companies have rate 
forms which encourage a freer use of 


electricity.” MM 


A ComPARISON OF PUBLIC AND PRIVATE ELEc- 
tric Utiities IN MassacHuseTTs. By 
Charles H. Porter. The Journal of Land 
¢. tae Utility Economics. November, 





The Menace of the Cut-Rate Taxicab to the 
Street Car and Motor Bus 


HE carpetbagger has appeared in 
the field of transportation. Tak- 
ing advantage of the present chaotic 
‘condition of business, of the unemploy- 
ment situation, and of the absence of 
adequate regulation of mass transporta- 
tion facilities, he has come into our 
midst with his claptrap equipment to 
fleece the riding public, to injure the 
established carriers, and like the vicious 
harpies of ancient mythology, to prey, 
figuratively speaking, upon the vitals 
of the poor. 
The December issue of the American 
Electric Railway Association journal 


brings us the amazing details of this 
menace that may possibly spread 
throughout the country to the complete 
destruction of much civic mass trans- 
portation, and to the further im- 
poverishment of the already wretched 
unemployed. 

And who is this transportation car- 
petbagger? In a word, he is the owner 
and operator of the driver-rental system 
of cut-rate taxicabs. At present his 
activities are most noticeable in Wash- 
ington, D.C. Here is a city adequately 
served by two well-managed street car 
systems at reasonable rates. Prior to 
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the coming of the carpetbagger it was 
also adequately served by responsible 
taxicab operators at metered rates. 
Some 600 cabs were in service in Wash- 
ington. 

But—as the moving pictures would 
say—came the carpetbagger. By buy- 
ing cheap sedans in lots of 100 he was 
able to purchase them for $670 per unit. 
He then entered into a contractual 
agreement with individual drivers under 
which the new automobile was turned 
over to the driver upon his agreement 
to pay $4 daily for a year. The driver 


Copyright, 1931, New York Tribune, Inc. 


THE CONSTRUCTIVE WORK OF OUR 
SO-CALLED RADICALS 


buys his own oil and gas from the com- 
pany and pays for all repairs at the 
company’s shops on a cost-plus basis. 
In return he has access to the company’s 
telephone call boxes, and may use the 
company’s name and color scheme. 

At the end of the year he can have 
what is left of the cab for his very 
own, to keep as a souvenir or to operate 
for himself. Needless to say, there is 
very little left of these light pleasure 
cars at the end of a year of driving at 
the rate of 100 miles a day, every day 
in the year. 
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| a does this plan work out for the 

company? It works so success- 
fully that it seems worthy of the con- 
niving genius of J. Rufus Walling- 
ford. Under such an arrangement a 
company with 100 cabs on rental would 
realize $146,000 annually on an initial 
investment of about $67,000. So what 
does the carpetbagger care about taxi- 
cab service, public relations, rates, 
zones, and other problems that puzzle 
bona fide public service companies? 

The railway journal, mentioned 
above, states: 

“Under such a plan the interest of the 
‘operator’ is not so much in the intricate 
problems of public transportation as in 
the sale of automobiles. Even the rate 
charged per zone, per mile, or what have 
you, interests him not a whit, so long as 
the drivers turned in the requisite $4 every 
twenty-four hours. The entire scheme is, 
in short, a species of genteel ‘racket’ in 
which the established transportation agen- 
cies, the drivers and, in the long run, the 
=> public, are made to carry the 
sack.” 


Under this plan the number of cabs 
operating in Washington has risen 
from 600 to 4,000. Rivalry inevitably 
caused a rate war, so that rates were 
all on a flat zone basis of 20 cents a 
ride for the city proper. Traffic con- 
gestion became so acute that the police 
were obliged to prohibit “cruising” by 
taxicabs on certain of the more busy 
thoroughfares. 


H™ does the driver make out? Not 
so well. Recruited mostly from 
the ranks of the unemployed by such 
fake inducements as advertisements to 
the effect that he might make “$50 to 
$60 a week,” and lured by the hope of 
owning his own cab at the end of the 
year, the unfortunate driver finds it 
necessary to drive ten and twelve hours 
through milling traffic in order to make 
a bare pittance. One colored driver 
testified before the District of Columbia 


commission that he operated between 
100 and 125 miles per day to average 
$16.50 net earnings per week, plus from 
50 cents to $1 per day in tips. 

How do the street car companies 
make out? Still worse. It is estimated 
that the two street car companies in 
Washington are losing at the rate of 
$100,000 a month to the cut-raters. 

But, what is most important, how 
does the public make out? Aside from 
the danger of complete cessation of 
reliable transportation service due to 
ruinous competition, the public finds its 
lives menaced by tired, overworked, 
underpaid drivers who must fly around 
town at a dizzy pace to make a bare 
living. When an accident does occur, 
the injured public has only the poor 
driver to sue. The carpetbagger’s con- 
tract specifically exempts him from lia- 
bility. True, the public rides for a 
cheaper zone rate than in the old days, 
but this theoretical advantage is often 
offset in practice by the fact that the 
zones are very indefinite and change 
frequently, often to suit the driver and 
the particular trip. 

The District of Columbia commis- 
sion has tackled the problem bravely. 
Meters were ordered on all cabs by 
January 10, 1932, and the driver-rental 
system was ordered to be discontinued. 
Its order has been appealed to the 
courts, where it may be reversed. If 
it is sustained, however, the carpet- 
bagger will only go elsewhere. There 
are plenty of other cities in the United 
States for his operations—cities that 
are located in states where the legisla- 
ture has neglected to repose in the com- 
mission the necessary power to drive 
the carpetbagger out of the state and to 


keep him out. 
—W. R.N. 


Tue Carpet-BAGGER APPEARS IN THE TRANS- 
PORTATION INpusTRY. <Aera. December, 
1931. 





“Any state which pays out more than 25 per cent of the sum set aside for 
q regulation in salaries to the commissioners themselves, should abolish the 
commission or increase its appropriation; many states pay out more than 
50 per cent.” 


—COMMISSIONER FRANK P. MORGAN OF ALABAMA 
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Public Utility Service as a Governmental Function 


to is a lot of loose language 
and loose thinking about such 
terms as “public utilities,” “public func- 
tions,” and “business affected with pub- 
lic interest.” 

If those who use these terms lightly 
were asked for definitions or distinc- 
tions, the questions might be embar- 
rassing; there is deep water around 
these apparently succinct phrases. 

The very first sentence of the recent 
“Report of Committee on Public Util- 
ities of the Progressive Conference” 
stated : 

“Public utilities furnishing either trans- 
portation, communication, light, heat, pow- 
er, or water are public agents authorized 
to transact public business. They perform 
a function of the state.” 


That is a broad statement. There 
are certain functions which clearly be- 
long to the state—such as policing the 
lives and property of the citizens 
against internal disorder and foreign 
invasion. There are other functions 
that probably belong to the state and 
its political subdivision, such as the 
maintenance of highways, street light- 
ing, and postal service, although even 
this fact was not always accepted as 
evidenced by the history of the turn- 
pike companies in the early days of our 
own country. But to state broadly that 
public utility service is a function for 
which the state is inherently respon- 
sible invites, in the light of our own 
traditional common-law theory of gov- 
ernmental functions, considerable op- 
position. 


HOMAS Woodlock, economist and 

writer, is one of those who deny 
that utility service is an inherent gov- 
ernmental function. Writing in the 
Wall Street Journal on this subject, he 
states: 


“This writer is no lawyer but he will 
venture the assertion that no court in this 
country has ever yet declared that these 
are of their nature governmental functions 
or ever will so declare. And he will fur- 
ther venture the statement that there is 
not a vestige of historical evidence that 


they have been so regarded in any coun- 
try where the English common law has 
run. The simple truth is that the theory 
enunciated in the committee report is of 
extremely recent invention and is flatly 
contradicted by all the facts and all the 
law on the matter, whereas the true prin- 
ciple of ‘public utility regulation’ is cen- 
turies old, was an active principle in com- 
mon law even before the law of contract 
took shape, and has become active after 
long disuse merely because of a reappear- 
ance of the economic conditions which 
gave it birth in medieval days. Whatever 
confusion there is in the discussion arises 
from a failure to distinguish between two 
senses of the word ‘public’ as used in con- 
nection with these functions. 

“There was a time in England when vir- 
tually all the trade and commerce in the 
towns was conducted by guilds upon a 
monopolistic basis. These rules of these 
guilds were at all times under the strict 
supervision of the courts precisely because 
of the monopolistic character of their ac- 
tivities. They were the original ‘public 
utilities.’ Outside the towns there were 
other industries and activities which were 
subject to the same kind of regulation, 
depending upon whether or not they were 
in fact ‘public’ in the sense of offering 
themselves for ‘public employment’—car- 
riers, bakers, tailors, doctors, innkeepers, 
smiths, wharfingers, millers, ferrymen, 
and so forth. ost of the early cases of 
common law concerned precisely these in- 
dustries, for the guild codes took care of 
most of the difficulty arising in the towns. 
The essence of the matter was a distinc- 
tion between ‘public’ and ‘private’ business, 
and the principle of distinction was at bot- 
tom that between a monopolistic and com- 
petitive situation. In medizval times there 
was little ‘competitive’ business for the 
principles of ‘just price’ and ‘fair wage’ 
were recognized as controlling in economic 
life—however much they may have been 
disregarded in practice.” 


Mr. Woodlock then proceeded to ex- 
plain that competition gradually re- 
placed the regulation of “monopolies” 
so that very little was thought or said 
about it until, within the last half cen- 
tury or so, the renewed need for mon- 
opolistic efficiency in the field of public 
service caused a reawakening of the old 
common-law principle of regulation. 

He concluded as follows: 

“Who first advanced the theory that 


‘public utilities’ were naturally ‘functions 
of the state’ this writer does not pretend 


173 








PUBLIC UTILITIES FORTNIGHTLY 


to know, nor is it of much importance. 
The important thing to bear in mind is 
the distinction between a function which 
is ‘public’ because it is a ‘function of gov- 
ernment’ and a function which is ‘public’ 
because it is performed under essentially 
noncompetitive conditions, and is, there- 
fore, obliged to hold its services out to all 
upon fair terms. The distinction is vital 
and is wholly destructive of the position 


commonly taken by advocates of govern- 
mental ownership and operation, namely 
that these services have only been ‘dele- 
gated’ to private enterprises. So much, at 
least, is historically indisputable.” 


“Pusiic” Funcrions. By Thomas F. Wood- 
lock. The Wall Street Journal. Decem- 
ber 8, 1931. 





The Part That May Be Played by the Utility 
Industry in the Future of the State 


| ore has disappeared forever 
and the standard of living is down 
for good. There can’t be any doubt 
about this. Whenever two or three are 
gathered together these days, isn’t that 
the burden of their conversation? 

But— 

When the next period of good times 
arrives, when the public utilities are 
once more feverishly enlarging their 
plants to meet demands for service, 
there will be many who will be grateful 
for having read in these perilous days 
the last chapter of Mr. John Truslow 
Adams’ most recent book. In it the 
author pictures the American who con- 
centrates on particular problems, on the 
“situation of the moment with ever-de- 
creasing effort to see them in relation 
to their background, as parts of a 
whole.” ° 

In other words, consider our present 
situation: Is this really the worst pan- 
ic in history? What do we learn from 
examining the existing depression in 
the light of past panics? 

The present crash is a phenomenon 
_ much like others that have preceded it. 
The disastrous recession in stock mar- 
ket quotations may not mean the col- 
lapse of this civilization. It is hearten- 
ing to read about the conditions in 1837, 
in 1857, in 1893, to secure a historical 
perspective for our present gloom and 
despair. Mr. Adams helps us “to try 
to see things steadily and see them 
whole, to search amid the welter of 
facts and emotional appeals for the 
abiding and significant relationships in- 


tellectually.” There is encouragement 
to be found in his picture but this is no 
attitude of uncritical optimism. On the 
contrary, Mr. Adams has devoted one 
essay to a sorrowful discussion of the 
worship by our people of Pollyanna, 
our patron goddess. He has this to 
say of the effects of such a philosophy: 

“With the enormous and most damaging 


amount of a nonsense fed to the 
American people during the past three 


years by Coolidge, Mellon, and Hoover, I 
B 


- . . need not repeat here. . 
their refusal to think, by their refusal to 
face the truth instead of wallowing, ac- 
cording to frontier habit, in mere emo- 
tional optimism and hope, everyone is now 
paying a far higher price than they other- 
wise would have for the cost of a normal 
and severe trade reaction. Coolidge, with 
his proverbial luck, escaped the storm; but 
Hoover is paying with his political, and his 
fellow citizens with their private, for- 
tunes.” 


N another chapter there is much of 
A interest to the public utility execu- 
tive in the trend there discussed of the 
relation of the state to business. The 
change from the small individualistic 
scale of business is fraught with grave 
consequences. In the words of the au- 
thor: 

“The period of the church-state has 
passed. The period of the business-state 
appears to be beginning. Our ancestors 
experienced the statesman as controller of 
religious belief. If we are to experience 
in due course the statesman as controller 
of our economic practices and prosperity 
it may be well to reflect somewhat on what 
may be in store.” 


Never has the executive of large 
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business been faced with problems 
more difficult of solution. He can be 
helped in his efforts to peer into the 
future by Mr. Adams’ stimulating ex- 
amination of the contemporary Ameri- 
can scene. This discussion of many 
phases of modern life will surely help 
“that process of thinking clearly, of 


weighing evidence, of judging fairly,” 
that is needed to estimate the future 
course of events. 

—DonaLpD ARMSTRONG 


Tue Tempo or Mopern Lire. By James 
Truslow Adams. Albert & Charles Boni, 


Inc. New York City. 1931. 344 " 
$3.00. ” 





A Call to the Utility Industry to Furnish a Moses 
to Lead the Way Out of Depression 


F the great business depression that 
I still burdens our time has taught us 
nothing else, it has made us conscious 
of the need for industrial leadership 
and planning if our own system of in- 
dividualistic economy is to cope with 
the forces of Communism. However, 
if that lesson has been learned well 
enough to give birth to the successful 
results along the lines indicated, it 
would perhaps not be too much to say 
that although the depression will depart 
leaving us sadder for having witnessed 
scenes of human misery, poorer by the 
loss of millions in private fortunes of 
our people, and richer only by the bitter 
wealth of experience, it will prove to 
be our baptism of fire from which we 
may emerge into an era of social pros- 
perity—an era that will not only assure 
to our citizens all the dearly bought 
liberties guaranteed by the Bill of 
Rights, but also create a condition of 
commercial stability that will be able to 
meet successfully the challenge of com- 
munistic rivalry from abroad with 
sacred regard for the complete indi- 
viduality of our people at home. 

For many years the expression of 
this hope has constituted the economic 
gospel preached by John Spargo. He 
has not been blind to the abuses and dis- 
honesty that attended the development 
of our great industries. He has been 
aware of the deficiencies of our pres- 
ent pell-mell competitive commercial 
system. He has ventured to predict 
long before the black Friday of October, 
1929, that the cut-throat rivalry of our 


industries, the unregulated reckless 
pace of mass production, and its wan- 
ton disregard for the benefit of co- 
Operative agreement and welfare of 
workers, was speeding American busi- 
ness headlong into an open switch. 


OHN Spargo saw all these things and 
tells us today, as he told us in 1929 
and years before that, that we need 
more business in government and more 
statesmanship in business. The reason 
for our present sorry plight, according 
to Mr. Spargo, has been a lack of just 
such industrial leadership. Our busi- 
ness men attended strictly to business, 
while our politicians, unfortunately, at- 
tended strictly to politics even while 
tinkering with business. The net result 
was that our business men became 
better business men, and our politicians 
became superb politicians. The two 
vocations developed so independently 
that today the politician and the busi- 
ness leader are often at odds, when 
they should in fact be working shoulder 
to shoulder for the commonweal. 

The blame perhaps rests equally upon 
both parties; although it is natural 
enough for the politicians to blame busi- 
ness and business to blame the poli- 
ticians for whatever they deem to be 
wrong. While there are some who be- 
lieve in a policy of silence when business 
is under attack there are others who are 
firmly convinced, that the facts should 
be brought home to the public. 

Mr. Spargo gave voice to the latter 
view before the members of the Penn- 
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sylvania Electric Association in their 
annual convention at Bedford Springs. 
He stated: 


“To the mere onlooker it would seem 
that the leaders of the electric light and 
power industry have too often been in- 
timidated into silence. They have not met 
the difficulties arising from the social and 
political aspects of the industry with any- 
thing like the fine courage and audacity 
with which they have so triumphantly over- 
come difficulties connected with its tech- 
nological development and financial or- 
ganization. Confronted by hostile propa- 
ganda that is both persistent and resource- 
ful the leaders of this industry have, as a 
whole, been singularly supine.” 


Bz Mr. Spargo believes that Ameri- 
can business has turned a corner, 
that it will respond to the call for en- 
lightened industrial statesmanship. He 
specifically suggested that some leader 
of the electrical industry may be the 
Moses that will lead American people 
out of the wilderness of depression and 
away from the worship of such false 
gods as state ownership and community 
of property. He stated: 


“At the outset I spoke of industrial 
statesmanship as our greatest need, and 
expressed the conviction that it must come 
from impulses generated at such gatherings 
as this. Deeply sensible as I am of the 
tremendous achievements of the .industry, 
social as well as technological, I yet venture 
to plead for still greater attention to the 
human and social problems by which this 
and every other industry are challenged 
and menaced. There is as much incentive 
for great and bold effort here as ever there 
was in the technological field. Periodic 
unemployment of men with its evil train 
of disastrous consequences must be elim- 
inated from the social body. May it not be 
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that in this industry which has already at- 
tained greater stability than any other, 
greater than anything in the experience of 
the world since factory production began, 
will be found the genius for pointing the 
way? Warfare over wages and hours of 
labor must be replaced by codperation to 
the end of a planned social life with equal- 
ity of opportunity for all. May it not be 
that in this industry where conciliation and 
the codperation of labor and capital have 
been most highly developed, will be found 
the leadership in social progress for which 
we wait? 

“The greatest menace to the ordered 
progress and progressive well-being of our 
people lies in the tendency to stifle private 
initiative and the great incentives of in- 
dividualism, and to substitute for them 
state enterprise with its inevitable political 
motivation and standards. For several 
reasons this industry has been made the 
center of attack by the advocates of this 
revolutionary change. The phenomenal 
growth of the industry itself has invited 
attack. Secondly, it deals with millions 
of people in a daily service and is thereby 
made subject to direct and continuous criti- 
cism. More important still, the nature of 
its business is such that misrepresentation 
is easy, making it a splendid target for 
demagogic sniping. It is incumbent upon 
the leaders of this industry to defend it 
and the whole social order against this 
menace. Industrial statesmanship must 
begin there. Its first task is the defense of 
American individualism, the socialized in- 
dividualism which, imperfect though it be, 
has thus far proved superior to anything 
else mankind has tried. There must be no 
compromise with communism or its vari- 
ants under any guise.” 

—F. X. W. 


AMPERES AND INDUSTRIAL STATESMANSHIP. 
Address by Tohn Spargo before annual 
convention of the Pennsylvania Electric 
Association, at Bedford Springs, Pa., Sep- 
tember 9, 1931. 
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The March of Events 





Federal Control of Bus Lines 
Is Advocated 


n 8,000-word report to the Interstate 
Commerce Commission by Examiner 
Leo J. Flynn contains recommendations that 
motor and rail transportation should be co- 
érdinated and not work against each other, 
and that motor busses and trucks operating 
in interstate commerce should be regulated 
by the Interstate Commerce Commission. 
The examiner believes that railroad and 
water transportation companies should be 


allowed to supplement their services with 
motor vehicles, and that railroads should be 
permitted to acquire motor lines already 
operating even though modification of the 
anti-trust laws might be necessary to bring 
about this result. The Baltimore ‘Sun states : 

“The machinery for regulation as outlined 
by Mr. Flynn would be state boards named 
by governors and regulatory bodies, but the 
commission would have full authority to 
review findings and have general supervisory 
authority. If the commission approves the 
recommendations, Congress will probably be 
asked to enact them.” 


Alabama 


Candidate for Commission Post 
Opposes Service Charges 


oun A. Darden, state senator, according 

to the Mobile Register, has formally an- 
nounced his candidacy for president of the 
Alabama Public Service Commission on a 
platform calling for abolition of public utility 
charges for service in addition to charges for 
actual commodities furnished. He would do 
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away with the room rate, demand charge, 
10 per cent penalty for slow payment, and 
report charges by telephone companies. 

He recommends a reduction in all utility 
rates and a revaluation of utility property 
in the light of cost reduction. He states that 
“there should not be two valuations of prop- 
erties of utilities; one high for rate-making 
purposes to gather a large income, and an- 
other lower valuation by another state de- 
partmental agency for matters of taxation.” 


California 


San Diego Natural Gas and Rate 
Hearings Started 


AILROAD Commissioners began hearings on 

December 29th in the San Diego in- 
vestigation of lower gas and electric rates 
and the inauguration of natural gas service. 
On the following day hearings were ad- 
journed to January 20th. 

The power of the commission to order a 
gas company to secure a natural gas supply 
will probably be tested in this case. San 
Diego officials are insisting upon the intro- 
duction of natural gas but have been unable 
to agree with the company on the terms. 

The commission, following adjournment, 
ordered the company to show cause why it 
should not bring in natural gas immediately 
at prices fixed by the commission or accept 
a cut by the commission in its electric rates, 
pending outcome of a full investigation into 


rates and practices of the utility company. 

Lester S. Ready, consulting engineer, testi- 
fied that the company could afford to bring 
natural gas into San Diego at a saving of 
about $650,000 a year to consumers. The 
San Diego Sun states: 

“While the company took the stand that 
it is now ready to bring in natural gas if 
assured of a fair, over-all return in its gas, 
electric, and steam operations, city officials 
held that conditions of the company’s offer 
did not provide the greatest possible benefits 
to consumers and was not acceptable.” 


¥ 


Reproduction Cost on Average 
Prices Submitted 
Ts San Joaquin Light & Power Cor- 


poration at hearings early in January 
submitted evidence on the value of its prop- 


177 









































erties in the Fresno district, where an attack 
is being made on utility rates. James T. 
Ryan, valuation engineer for the company, 
introduced evidence to show the reproduction 
cost of the eo porate which amounted 
to a total of $72,361.507. To the Fresno 
district there was allocated $7,236,089. 

The figures were based on an average cost 
of labor and materials beginning July 1, 1926, 
and ending June 30, 1931. The witness stated 
that he took the 5-year period as that is the 
time which could most economically be allot- 
ted for the construction of all of the prop- 
erties. 

City Attorney Claude L. Rowe asked the 
commission to exclude from the testimony 
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the entire valuation survey on the ground 
that the witness had removed several hundred 
thousand dollars from operating expenses and 
charged them to fixed capital account. The 
city attorney contended that the United States 
Supreme Court had ruled against the ad- 
missibility of evidence where operating ex- 
penses had been switched to fixed capital 
account. 

The motion was denied for the present 
with the statement by Commissioner Carr 
that “it is customary here to allow practically 
everything into the evidence as the determina- 
tion of a rate base is a very complicated pro- 
cedure, and for the time being I will have to 
deny the motion.” 


Connecticut 


Charges for Sprinkler Systems 
Are Protested 


Wa testifying before the public 
utilities commission in its investigation 
of rates of the New Haven Water Company, 
at a hearing on January 5th, expressed the 
opinion that the installation of sprinkler 
systems and private hydrants is merely an 
extension of the public fire protection fur- 
nished by outside hydrants but carried in a 
more efficient manner into the areas where 
fires are likely to occur. For this reason 
manufacturers are objecting to the charges 
for this service. 

It is contended that a charge should be 
levied only to cover the cost of installation, 
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maintenance, and inspection of fire sprinkling 
systems and that no charge should be made 
for the water which they use in extinguishing 
a blaze. It was testified that in the presence 
of sprinkler systems there had been a saving 
in the amount of water necessary to extin- 
guish fires; that there is less waste because 
of the fact that water is delivered directly 
to the blaze. 

The contention was made by Corporation 
Counsel Samuel Persky of New Haven that 
the contract obligations of the city of New 
Haven with the New Haven Water Company 
impose a perpetual obligation which the com- 
mission cannot abrogate in fixing or devising 
rates. He asserted that the commission can- 
not take away the right of the city to free 
water for public uses. 


District of Columbia 


Commission Asks Court Instruc- 
tions on Valuation 


HE public utilities commission, in an at- 
tempt to clear away legal technicalities 
from its path in advance of making valuations 
of public utilities, has filed in the supreme 
court of the District petition asking the court 
to instruct the commission as to the elements 
of value to be taken into consideration in 
making valuation for rate-making purposes. 
This procedure is authorized by the Public 
Utilities Act, but in the eighteen years of 
the commission’s history, according to the 
newspapers, it has never been invoked before. 
It is hoped that by this procedure appeals 
from commission decisions may be minimized. 
As stated in the Washington Star, in the 
past the commission has made its valuations 
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in the first place and every time it has done 
so the company in question has appealed. 
The Star informs us: 

“In most cases years were spent in litiga- 
tion and today there is not a single utility 
in the District with an up-to-date valuation. 

“Last year was spent in doing field work 
on a valuation of the Washington Railway 
& Electric and Capital Traction Companies 
and, during the lattér part, the Washington 
Rapid Transit Co. A valuation of the Wash- 
ington & Georgetown Gas Light Companies 
will be started in February or March. A 
valuation of the Chesapeake & Potomac 
Telephone Co. will follow. : 

“The commission suggests in its initial peti- 
tion that the proceedings be begun by filing 
of an amended petition setting forth in 
detail the matters upon which the commission 
desires instruction, together with a brief in 
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support, within sixty days, and that within 
the following sixty days any parties in in- 
terest file such briefs as they may choose 
and that the case be set for oral hearing 
afterward.” 

* 


Maryland Senator Opposes Con- 
sent Decree Revision 


o— Millard E. Tydings of Maryland, 
according to the Washington Post, has 
advised the District Public Utilities Com- 
mission that he will oppose any revision of 
the Potomac Electric Power Company elec- 
tric rates that would react to the detriment 
of Montgomery county residents. The Post 
states : 

“His communication with the commission 
followed receipt of complaints from the 
Bethesda Chamber of Commerce that abro- 
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gation of the consent decree and institution 
of ‘a complicated schedule of rates’ by the 
commission, would result in higher prices 
for current in nearby Maryland. 

“Thomas S. Peyton, secretary of the Beth- 
esda Chamber of Commerce, told Senator 
Tydings that for seven years the Potomac 
Power Company has been reducing rates in 
Montgomery county which have dropped 
from 10 cents per kilowatt hour seven years 
ago to 4.8 cents at the present time. This 
year, the first since the commission —_ 
to break the consent decree, which made 
the cuts possible, a reduction was not made, 
he informed the Senator.” 

It is said that if the schedules and rates 
of Montgomery county and the District of 
Columbia are separated, the reciprocal bal- 
ance now in effect in Montgomery county and 
the District will be changed greatly, to the 
detriment of consumers in the Maryland 
locality. 


Illinois 


Chicago Gas Rates Are Probed 


|= city of Chicago has started a cam- 
paign for gas rates lower than those con- 
tained in the schedules filed October 16th 
by the Peoples Gas Light and Coke Com- 
pany. The commission reopened the rate 
proceedings on January 12th. The Chicago 
Herald-Examiner states: 

“Hundreds of complaints of high gas bills 
have followed introduction of the new mix- 
ture of manufactured and natural gas on that 
date. Householders complained the cost was 
higher and not lower, as promised by utility 
officials, Many were dissatisfied with results 
given. . 

“A reduction of 64 per cent in the domestic 
gas rate, and 31 per cent in the heating gas 
rate, was ordered temporarily by the com- 
mission when the new gas was introduced.” 

It has been pointed out by public utility 
officials that the consumption of gas increases 
in the fall and reaches a peak in the winter. 
It is also explained that the new gas is 
richer in heating value and that correspond- 
ingly fewer units are required for the same 
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heating results produced by the old artificial 
gas. The Chicago Tribune states: 

“Had the gas company continued to bill its 
consumers on the cubic-feet basis, the richer 
gas would have justified an increase in the 
rates, because less of it is required, and this 
might not have met with a popular response, 
the complainants are told. So the customers 
were billed on the basis of the actual heat 
input flowing through the meters, and reduc- 
tions on the same number of therms used 
were granted since natural gas is cheaper 
than the coke oven product. 

“The switch to the therm basis of billing 
went into effect in September of 1930, and 
before the new gas was turned on, according 
to the gas company, there were only 285 dis- 
satisfied customers out of a total of 848,000. 
Therefore, the company takes the position 
that the therm basis of measurement is not 
at fault. 

“Improper adjustment of burners and the 
personal equation are necessarily to blame 
if the gas bills are not lower under the new 
rates, say experts of the commerce commis- 
sion and public service department.” 


Kansas 


City Gate Rate Argued before 
Supreme Court 


dB question of “city gate rates” charged 
by the Cities Service Gas Company, a 


natural gas pipe line company, to local af- 
filiated companies for supplying natural gas 
is now before the Federal Supreme Court, 
which heard arguments on January 14th. 

The Western Distributing Company, which 
serves the city of El Dorado, Kansas, ap- 
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pealed te the court from a decision of the 
district court of the United States for the 
district of Kansas, which denied the com- 
pany a temporary injunction to restrain en- 
forcement of a commission rate order. The 
commission had denied an increase in rates 
on the ground that the company had not 
shown the reasonableness of the rate for 
natural gas supplied to it by the Cities Service 
Gas Company. 

The lower Federal court in denying an 
injunction ruled that the company had not 
exhausted its remedies before the commis- 
sion because of the failure to prove the 
reasonableness of the 40-cent city gate rate. 
The United States Daily says: 

“Mr. Garber pointed out the reasonableness 
of the rate in question had previously been 
adjudicated in the state and the Federal 
courts, both having ruled in two other cases, 
he said, that the rate was reasonable. It 
was contended that it was, therefore, not 
necessary, in the subsequent proceeding in 
which consumer rates were sought to be in- 
creased to prove again the reasonableness of 
the rate charged by the interstate pipe line 
company. 

“The Kansas commission, it was also as- 
serted, would have accepted the prior rulings 
and not required the introduction of evidence 
relating to the reasonableness of that rate 
had it not been for the recent decision of 
the Supreme Court in the case of Smith v. 
Illinois Bell Telephone Company, [1930] 282 
U. S. 133 [P.U.R.1931A, 1]. The opinion in 
that case related to the charges for service 
paid by the telephone company to the Western 
Electric Company. 
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“The state commission, Mr. Garber main- 
tained, which admits its lack of authority to 
proceed against the interstate pipe line com- 
pany, ‘can not indirectly accomplish the same 
purpose by undertaking to determine what 
price it should charge and by limiting 
affiliated distributing companies to the pay- 
ment of that price.’ It was contended that 
the lower court was in error in holding the 
local company had not exhausted its remedy 
before the Kansas commission. 

“On behalf of the state commission, E. H. 
Hatcher disclaimed any intention of the state 
to directly regulate the rates of the interstate 
pipe line company. He declared, however, 
that the state has the authority, under the 
decisions of the court, to indirectly regulate 
the pipe line company when needed to protect 
local interests, in the absence of regulation 
by Congress. , 

“‘Tf the regulation reflects on interstate 
commerce,’ he argued, ‘it is done only to 
determine the reasonableness of the local rate 
charged in El Dorado, and what effect the 
interstate rate has on consumers in that city.’ 

“Mr. Hatcher pointed out that the com- 
panies are closely affiliated, and that there 
was no other local source of supply for 
natural gas. 

“In such an instance, he claimed, the only 
test of the reasonableness of the local rate is 
a determination of whether the rate charged 
the local company by the holding company is 
reasonable. It is necessary to find whether 
the local rate is confiscatory by determining 
whether the contract between the affiliated 
company for the supply of gas provides for 
a reasonable charge, he said.” 





Maryland 


Park Tax Controversy May Stir 
New Fare Probe 


HE Baltimore city council has been in- 

vestigating the question of eliminating 
or reducing the tax imposed upon the United 
Railways, which is used to support Baltimore 
parks. Vigorous opposition to relieving the 
company from this tax has developed, and 
according to the Baltimore Evening Sun, 
hearings before the council may prompt new 
action for a review of the -valuation and 
depreciation allowance granted by the public 
service commission in the fare proceedings 
which eventually reached the Supreme Court. 
The Evening Sun says: 

“The leaders of the park tax fight are 
making an intensive study of the company’s 
finances and are preparing briefs purporting 
to show that the relief asked by the company 
is not necessary. This contention is to be 
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supported by arguments that a reorganization 
of the company would ease its financial situa- 
tion and destroy any reason for asking the 
city to abate the tax. 

“Present indications are that the fight on 
the tax will become the most bitter con- 
troversy before the council in many years. 
Even before the hearings start, a vigorous 
fight is in the making against the preliminary 
move of the council to name a special citizens’ 
committee to study the reduction ordinance 
and advise the body what course it should 
follow. 

“It is the contention of the opponents that 
the council is delegating its functions in 
naming such a committee and is not adhering 
to its purpose to appoint an impartial body. 
Strong opposition to the naming of Ezra 
B. Whitman has developed because of his 
connection with the affairs of the United 
when a member of the. public service com- 
mission.” 
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Massachusetts 


Earnings of Telephone Company 
Are Related 


4 h- department of public utilities, in the 
proceedings for a reduction in the rates 
of the New England Telephone Company, 
has been considering the record of dividends 
declared by the company. A record of divi- 
dends from June 30, 1906, to December 31, 
1921, was submitted by Wycliffe C. Marshall, 
who is representing the petitioners for lower 
rates. 

Chairman Attwill at one point in the hear- 
ing stated that the policy of Massachusetts 
had been for public utilities not to issue 
stocks below par. The New England Tele- 
phone Company, while not a Massachusetts 
corporation, has conducted its affairs on the 
Massachusetts theory. The Boston News 
Bureau states that Mr. Attwill inquired 
where the stock would go in the present 
market if dividends were reduced to 6 per 
cent, to which question Mr. Marshall did 
not make direct answer, but said that trans- 
actions in New England Telephone stock on 
the Boston Stock Exchange constituted a 
small part of the total amount outstanding 
and that the stock could be manipulated. He 
said that a 6 per cent return is a reasonable 
one. The News Bureau states: 

“In reply to question from Mr. Attwill 


regarding possible sale of a $2,000,000 stock 
issue today, Mr. Marshall said it could be 
sold at this time at par on a 6 per cent 
basis. Mr. Attwill said that he did not have 
all the confidence of Mr. Marshall. 

“Mr. Marshall submitted an exhibit cover- 
ing the twenty-four and a half years, June 
30, 1906, to December 31, 1930, which showed 
gross operating revenues of $856,717,558. 
Of this the American Telephone Company 
has received back as license payments over 
$31,000,000. Divisible income during this 
period was $158,511,527 of which the Ameri- 
can Telephone Company has received roughly 
one fifth. During this period there has been 
paid in dividends out of net divisible income 
between one fourth and one fifth and amount 
added to surplus was almost $9,000,000. Sur- 
plus at the start of the period (1906) was 
$1,909,000 and surplus at the end of the period 
(1930) $9,125,000. 

“Mr. Marshall submitted a number of ex- 
hibits purporting to show the increased bur- 
den on the telephone user as the result of 
the change-over from the manual to machine 
switching system in Massachusetts. Mr. 
Pierce attempted to have Mr. Marshall make 
a definite statement that what he was lead- 
ing up to was that there should not have 
been a change-over from manual to machine 
switching by the company. Marshall refused 
to make a direct answer.” 
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Michigan 
were then experiencing a depression and we 
believe the board was unduly influenced by 


Depression Returns and Going 
Value Are Contested Points 
in Rate Arbitration 


§ HE proper rates to be established during 
a period of depression and the necessity 
for making a separate allowance for going 
value are two of the outstanding points of 
controversy in the arbitration proceedings re- 
lating to rates of the Consumers Power Com- 
pany in Saginaw. 

Frank A. Newton, rate expert for the com- 
pany, told the arbitrators that gas rates in 
Saginaw during the past ten years have not 
yielded a fair return on the fair value of the 
property. He stated that the company only 
expects a fair return and he believed the 
public is willing to pay this. He warned the 
arbitrators that they have a difficult task in 
endeavoring to set a rate under present 
conditions that will be fair during the next 
seven years. He said in part: 

“We believe the board can avoid the mis- 
takes that the board made ten years ago. We 


that condition. Afterward other prices rose 
tremendously, other industries earned amounts 
limited only by the law of supply and de- 
mand, but the gas rate remained fixed.” 

Mr. Newton also commented upon the 
necessity of gas used for industrial purposes 
meeting the competition of other fuels. He 
pointed out the advantage of industrial sales 
to all the consumers, and declared that the 
board’s duties with respect to rates lie with 
the domestic customers who are not competi- 
tive and who cannot supply themselves. He 
said that Saginaw is no exception to the 
rule that service to the small users is at less 
than cost and that any further reductions 
in the maximum rates will merely make the 
situation worse because it would render in- 
creasingly difficult the problem of putting in 
force those inducement or promotional rates 
for free and economical use of gas for 
domestic water heating, commercial and in- 
dustrial use, and house heating which will 
increase sales per unit of investment and re- 
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duce fixed charges per unit sold, and in turn 
make still lower rates possible. 

Walter Bemis, utility expert testifying for 
the city, submitted a valuation in which he 
declared there was included the element of 
going value, but he made no separate allow- 
ance for this element. He said that he had 
endeavored to follow the principles laid down 
by the United States Supreme Court in the 
Des Moines Gas Case in giving consideration 
to going value but making no specific allow- 
ance therefor. 

An estimate of value submitted by Gerald 

. Wagner, consulting engineer for the com- 
pany, differed from the valuation by Mr. 


e 


Bemis in that 2 te allowance was made 
for going value. There were also differences 
in other items of valuation. The total value 
submitted by Mr. Wagner was $4,645,818 
as of June 1, 1931, while the estimate by 
Mr. Bemis was $3,384,583. 

Mr. Wagner told the board that the com- 
pany was entitled to a return of 8 per cent 
on the property. He said that decisions of 
the Supreme Court and of utility commissions 
in various places justify placing gas and 
electric plants upon that basis of return. 
They were said to be recognized as having 
a competitive nature not present in such 
utilities as telephone and water companies, 


Minnesota 


Sale of Telephone Property 
Disapproved by Inter- 
state Commission 


HE Interstate Commerce Commission, 
according to a report in the Minneapolis 
Evening Tribune, has refused to permit the 
Northwestern Bell Telephone Company to 
buy the St. Paul business and properties of 
the Tri-State Telephone & Telegraph Com- 
pany, on the ground that the proposed price 
of $19,510,101 is too high, exceeding by 
$9,000,000 the actual value of the property 
as represented by 99,198 shares of Tri-State 
stock. The Minnesota commission approved 
the merger plan last July and reaffirmed its 
approval a month ago. The Evening Tribune 
continues : 
“The Minnesota commission will stand on 
its order of approval for the merger and 
will continue with its investigation of tele- 


phone rates in St. Paul, which was under- 
taken as sequel to the consolidation plan, 
Commissioner Frank W. Matson said Satur- 
day. Commissioners Matson and i 
Laurisch six months ago joined in a majority 
report in favor of the merger while O. P. B. 
Jacobson, commission chairman dissented.” 

The question whether an appeal would be 
taken from the decision by the Interstate 
Commerce Commission was unsettled, accord- 
ing to latest reports. 

The Federal commission also rejected the 
application of the Northwestern Bell for 
authority to acquire the properties of the 
Dakota Central Telephone Company which 
serves some communities in the Aberdeen 
section. This plan, however, was contingent 
on completion of the telephone merger in the 
Twin Cities, as it was stipulated that the 
South Dakota purchase was not to become 
effective until the Northwestern had obtained 
94 per cent of the Tri-State stock. 
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Missour1 


City to Test Electric Meters 


NDER the terms of a recent ordinance 

passed by the St. Louis board of alder- 
men, the division engineer in charge of 
municipal power plants of the department of 
public utilities will test electric meters for 
taxpayers for a fee of $1. The city will give 
the utility owning the meter twenty-four 
hours’ notice and then take the meter out 


and test it. If the meter is within 4 per cent 
accurate, the meter is approved and the 
citizen loses his dollar. If the meter proves 
more than 4 per cent inaccurate, the citizen 
get his dollar back and the utility is required 
to put in a new meter. 

The city has tested gas meters but lack of 
proper equipment, according to the St. Louis 
Times, kept it from inspecting electric meters 
until the present time. 
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Montana 


Right to Fix Minimum Rate 
Will Be Decided by 
High Court 


HE case of the Public Service Commis- 

sion of Montana against the Great 
Northern Utilities Company, involving the 
right of a state to fix minimum rates in the 
case of competing companies, will be con- 
sidered by the United States Supreme Court, 
according to an announcement by Chief 
Justice Hughes. The United States Daily 
says: . 

“The court noted its probable jurisdiction 
of the appeal of the commission from a 
temporary injunction restraining the com- 
mission from enforcing its order fixing a 
minimum rate to be charged by the com- 
pany for supplying natural gas to the resi- 
dents of Shelby, Mont. 

“The company is resisting the commission’s 
order to raise its rate in a proceeding in 
which the commission fixed the minimum 
rate at the level of that charged by a com- 
peting company. It claims that it is entitled 
to lower its rates for the purposes of com- 
petition. 

“The lower court upheld a Montana stat- 
ute empowering the commission to fix mini- 
mum rates, but held that the order of the 
commission was unreasonable and void since 
it prevented competition for patronage by a 
utility which sought to lower rates for the 
purpose of self-preservation on account of 
the joint occupancy with a rival utility of a 
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New Jersey 


Broader Powers Asked by 
Utility Board 


Ts board of public utility commissioners 
in its annual report to Governor Larson 
has requested that additional power be con- 
ferred upon the board for the regulation of 
railroads, grade crossing eliminations, pri- 
vately owned toll bridges, and radio broad- 
casting stations. It is requested that author- 
ity be conferred to require the corporate 
and physical consolidation of railroads and 
the joint use of facilities. 

Another recommendation is that power be 
granted to designate the division of responsi- 
bility for payment of maintenance on road- 
ways and approaches constructed for the 
elimination of grade crossings. The sugges- 
tion is made that railroads be allowed the 
tight of immediate entry upon lands subject 


field which could only support one of the 
companies.” 
> 


Commission Investigates Natural 
Gas Rates at Billings 


HE public service commission has started 

an investigation of natural gas rates in 
the territory served by the Billings Gas 
Company. The Billings Gas Company and 
the Gallatin Natural Gas Company have been 
requested to bring all their books, papers, 
records, and accounts into the state for hear- 
ings. If the audit reveals that rate reduc- 
tions should be made, the commission states, 
“the full benefit thereof will accrue to con- 
sumers.” 

At the suggestion of the commission, the 
Billings commercial club, the city of Billings, 
and Yellowstone county are codperating in 
presenting the consumers side of the question. 
Quoting from the Billings Gazette: 

“In outlining the plan to follow, the com- 
mission asks the commercial club, the city, 
and the county, to assume the responsibility 
of representing all consumers in Yellowstone 
county by each appointing an auditor who 
will sit with the board’s auditors in the in- 
vestigation. This method of conducting the 
case had been favored by many interested 
consumers for several weeks, their position 
being that they did not think the promotion 
of a hearing should be made a source for 
huge profits for any individuals. 


to condemnation in grade crossing proceed- 
ings. The absence of such authority, it is 
said, frequently results in delay in carrying 
out such projects. 

The board points out that in regard to toll 
bridges it is limited under the Act of 1913 
to structures then existing. Since that time 
four privately owned toll bridges have been 
constructed. It is the opinion of counsel 
that under the present statute the board has 
no jurisdiction over these toll bridges. 

The board asks that its power be broadened 
so that it may follow up its approvals for 
the construction and operation of broadcast- 
ing stations. The report states: “As stated 
in the last annual report of the board, it is 
extremely unsatisfactory to have only partial 
jurisdiction. Unless ample authority is given, 
the existent statute may well be repealed, 
leaving the entire regulation of radio broad- 
casting to the Federal Radio Commission.” 
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New Method of Taxing Utilities 
May Be Necessary 


Gwe Morgan F. Larson in his message 
to the legislature on January 12th sug- 
gested that it may be necessary to abandon 
the gross receipts tax which has been in 


effect since 1900 and to adopt another method 
of taxing utilities, because of the decision of 
the Supreme Court holding that the tax can- 
not be applied to receipts from interstate 
telephone business. He stated that if this 
principle is applied to all other utilities the 
municipalities will be deprived of a large 
amount of revenue. 
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New York 


City’s Credit Jeopardized by 
Unprofitable Enterprises 


ANKERS have been insisting that New 

York city disbursements must be curbed 
if the city would raise money by floating 
new bond issues. This has been interpreted 
by some as a threat against the 5-cent fare, 
and, in the words of the New York Journal, 
“there is no enterprise in the city which falls 
more obviously” into the classification of an 
enterprise which is not self-supporting than 
the rapid transit systems. 

The bankers, however, deny that this is 
the purpose, and in a statement of Thomas 
W. Lamont of J. P. Morgan & Co., after a 
conference with others of the eight largest 
banking houses, it is said in part: 

“Such measures as may ultimately be found 
to be important or necessary must naturally 


be initiated by the city officials, who are the 
only ones familiar with the whole structure 
of the city’s financial and construction pro- 
gram. Therefore, any public report to the 
effect that the members of the banking group 
have stipulated a change in the city’s subway 
fare or in the city’s social and charitable 
service is wholly without foundation. 

“Mayor Walker and his associates un- 
doubtedly realize that New York city like the 
national government and other large govern- 
mental bodies and public corporations, must 
undertake measures of strict economy and, 
especially in these times, must proceed on a 
more restrained and orderly development of 
its construction programs; must make every 
effort, wherever possible, to transform ex- 
isting enterprises which today are not self- 
supporting into ones that carry themselves 
and thus take a heavy burden off the city’s 
budget.” 
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Pennsylvania 


Governor’s Utility Program 
Meets Obstacles 


O* January 12th a resolution introduced 
at an executive session of the public 
service commission designed to establish 
maximum charges for domestic consumption 


of electricity failed of adoption. It was ex- 
plained that the method proposed would not 
“meet the legal requirements laid down by 
the courts. 

The rate question was raised by Commis- 
sioner Woodruff, who introduced the resolu- 
tion. This would have bound the commission 
to order electric companies to file new tar- 
iffs complying with the proposed rates by 
March Ist or show cause: why they should 
not do so by that time. 

The resolution proposed maximum month- 
ly rates for domestic service, according to 
the Philadelphia Public Ledger, as follows: 
“Seventy-five cents as a minimum basic 
charge for the first fifteen kilowatt hours; 
5 cents per kilowatt hour for the next twen- 


ty-five hours; 34 cents for the next sixty 
kilowatt hours; 24 cents per kilowatt hour 
for all additional hours.” The resolution re- 
stricted penalties for delays in payment to 
24 per cent for the first thirty days after a 
bill is mailed and to 5 per cent for delays of 
more than thirty days. 

By overwhelming majorities the house of 
representatives on December 30th defeated 
two attempts to place it on record as favor- 
ing investigations by the public service com- 
mission to obtain general reductions in pub- 
lic utility rates, it is stated in the Pittsburgh 
Sun-Telegraph. 

The program of Governor Pinchot, accord- 
ing to a report in the Bradford Evening Star, 
is as follows: 

“1, Prohibiting issuance of securities by 
utilities without approval of the public serv- 
ice commission. 

“2. Prohibiting utilities from placing ex- 
cess earnings in reserve funds. 

“3. Providing for condemnation and op- 
eration of utilities by municipalities. 

“4. Limiting utility charters to fifty years. 
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“5, Giving jurisdiction over utility holding 
companies to the public service commission. 

“6. Requiring commission approval of in- 
creased rates before rates may become effec- 
tive. 

“7, Permitting the commission to make rep- 
arations where rates are found to be unrea- 
sonable and unjust. 

“8. Elimination of ready-to-serve charges. 

“9, Requiring utilities to make replace- 
ments from reserve funds. 

“10. Lowering rates for rural classifica- 


tions. 

“11. Elimination of commission approval 
of municipal contracts with utilities.” 

The Pennsylvania Fair Rate Association, 
at a meeting on December 29th, developed 
the following aims which, according to the 
Pittsburgh Press, are supported by Governor 
Pinchot : 

“Lower gas, light, heat, power, water, tele- 
phone, and transportation rates. 

“Eventual public ownership and operation 
of utilities. 

“Tax rate for utilities equivalent to those 
on other business properties and homes. 

“Election to the legislature of men pledged 
to these aims.” 

bd 


Anti-utility Campaign Launched 
in Riotous Meeting 


HE governor’s reception room in the 
capitol on January 14th, according to 


€ 


newspaper reports, was the scene of a near 
riot as representatives of boroughs in ap- 
proximately twenty counties of the state vain- 
ly sought to effect a permanent organization 
to obtain reduction in utility rates. The 
Philadelphia Jnquirer states: 

“Heated controversy on the question of 
public utility rates resulted in the cheering of 
anti-utility speakers, the booing of pro-utility 
speakers, and the final condemnation of the 
entire meeting by one speaker as a ‘sorry 
spectacle.’ 

“The governor himself was not spared in 
the debate. He was blamed for defeat of 
utility legislation last year. After he had 
addressed the meeting and urged the group 
to assist him in his fight for lower utility 
rates he left the room. 

“A defense of the utilities was started by 
John H. B. Bigelow, Hazleton, who said that 
‘this is no time further to attack and assail 
industry.’ He was shouted down. His plea 
for courtesy and the right of free speech, 
particularly in the state’s capitol, passed un- 
heard by the majority of the more than a 
hundred participants in the conference as 
cat-calls, hisses, booes, and jeers were hurled 
at him. He tried to ‘talk down’ his oppon- 
ents, but steady applause drowned out his 
voice and he was forced to yield the floor. 
As Bigelow started to speak the governor 
left the room.” 

Representative Charles W. Staudenmeier 
of Schuylkill told the delegates, “You must 
approach this question with diffidence and 
not in a barroom manner.” 


Texas 


Court Hears Ouster Suit In- 
volving Merchandising 


HE trial of the receivership and ouster 

suit brought by the attorney general, 
James V. Allred, against the San Antonio 
Public Service Company, charging the utility 
with exceeding its corporate powers by en- 
gaging in retail merchandising, got under 
way last month before Judge Charles A. 
Wheeler in the Travis county district court, 
it is reported in the United States Daily. 


+ 
Telephone Rate Case 
Is Reopened 


HE controversy over telephone rates in 
San Antonio has been reopened before 
Judge Joseph B. Dibrell, as special master. 


e 


The case started four years ago when the 
telephone company asked for rate increases 
amounting to 25 to 334 per cent. The in- 
creases were denied by San Antonio munic- 
ipal officials. 

The company then went into Federal dis- 
trict court to secure an injunction against the 
rate ordinance on the ground that it was con- 
fiscatory. A decision in favor of the com- 
pany was reached by Judge Dibrell. When 
the decision was about to be passed upon by 
Judge Edwin Holmes of Mississippi, the de- 
cision by the United States Supreme Court 
in the Illinois Bell Telephone Case was hand- 
ed down, and in view of the rulings on the 
relationship between the telephone company 
and the American Telephone and Telegraph 
Company and the Western Electric Company, 
the case was sent back to Judge Dibrell for 
further findings on inter-company relation- 
ships of the Texas company with these com- 
panies. 
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A New Plan for Financing Rural Electrification 


NE of the most difficult and delicate 

problems an electrical utility en- 
counters in putting through a rural 
electrification program is the problem 
of assessing the cost of extensions. 
The New York commission has been 
particularly active in attempting to help 
utilities solve this problem. It was in 
New York where the so-called “Adiron- 
dack Plan” was first worked out. But 
it is safe to say that no one particular 
plan for financing rural extensions is 
applicable to all companies operating 
within even a single state. 

The Orange & Rockland Electric 
Company, for example, operates in 
Orange county, New York. Its terri- 
tory is so covered with mountains that 
the cost of rendering service in the 
summer resort areas is excessively high. 
Any plan for financing extension costs, 
therefore, which did not take into ac- 
count the cost of more difficult physical 
construction, would have the effect of 
unduly burdening farmers who are 
more advantageously located as com- 
pared to such summer resort customers. 

The company recently worked out 
a new plan which has received the 
approval of the New York commission. 
This plan distributes the excess charges 


resulting from serving scattered cus- 
tomers in proportion to the ease or diffi- 
culty of constructing the lines. It pro- 
vides that where a customer or group 
of customers desires service at a point 
greater than 100 feet from the existing 
line, there shall be paid to the company 
in monthly instalments an annual “fa- 
cilities’ charge” of 12 per cent of that 
portion which the company invested in 
making the extensions, with a deduc- 
tion of $80 for each customer connect- 
ed. This deduction represents the 
amount which the company conceded 
that it was willing to invest in serving 
any customer whether urban or rural, 
and accordingly it would require no 
guarantee of return up to this amount 
other than the minimum in the con- 
sumption rate schedule. The balance 
of the cost, excluding transformer, 
meter, or service cost, is computed on 
certain average costs of pole line con- 
struction, guy anchors, rock settings 
or ordinary settings, and tree trimming. 
The new plan is said to be particularly 
favorable to the small tenant and to 
rural residents who live in the country 
but who are really urban in their char- 
acteristics. Re Orange & Rockland 
Electric Co. 


7 
Can the Commission Ratify Unauthorized Acts of a Utility? 


HERE has always been a very de- 

batable question in regulatory law 
as to just how far a state commission 
might go in ratifying or confirming acts 
of a utility subsequent to their perform- 
ance, where such acts when originally 
done were unlawful because of a failure 
to obtain authority of the commission 
as a prerequisite to their performance. 
This question was raised in two differ- 


ent ways before the Missouri commis- 
sion in the recent application of a cor- 
poration for a certificate of convenience 
and necessity to distribute electric power 
in a certain section of St. Francois 
county in that state. 

First of all, it appeared that the ap- 
plicant, notwithstanding a statutory in- 
junction requiring it to obtain com- 
mission approval before constructing 
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any facilities, had gone ahead and con- 
structed a transmission line, authority 
for which it asked from the commission 
in the recent proceeding. A second 
irregularity was presented upon evi- 
dence that the company had, without 
authority of the commission, issued 
326 shares of par value stock which 
had been sold and the proceeds thereof 
applied for proper corporate purposes. 
The commission was also asked in the 
current proceeding to ratify the issu- 
ance of these securities. On the first 
point the commission held that since 
there had been no wilful violation of 
the law it would authorize the applicant 
to continue to maintain and operate the 
facilities which were originally con- 


structed without its authority, although 
the opinion stated that the commission 
could not give authority for the con- 
struction of the line after its actual erec- 
tion. On the second point, however, 
the commission held that the securities, 
although admittedly proper and entitled 
to commission approval, (if the same 
had been asked before their issuance) 
were void. The applicant was accord- 
ingly ordered to take up, redeem, and 
cancel the stock which had been illegal- 
ly issued, and after so doing it was au- 
thorized to issue an additional 326 
shares of capital stock in lieu of the 
stock which had been cancelled. Re 
Doe Run-DeLassus Light & Power 
Co. Case No. 7812. 
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Wired Radio Music Is Entitled to Telephone Wire Service 


HE New York Public Service Com- 

mission has affirmed its order 
adopted sometime ago which directed 
the New York Telephone Company to 
furnish a private corporation, known 
as “Wired Music,” with wires for the 
transmission and distribution of musi- 
cal and other entertaining and educa- 
tional programs to its customers. The 
commission’s original order was based 
upon the fact that since the telephone 
company had available certain lines 
which it called “surplus facilities,” 
which it leased out to radio broadcast- 
ing companies, stock-ticker companies, 
and burglar alarm companies under 
tariffs regularly filed with the commis- 
sion, it could not deny the use of such 
facilities to Wired Music without prac- 
ticing unreasonable and unlawful dis- 
crimination. 


Upon rehearing, the telephone com- 
pany raised the objection that if the 
Wired Music enterprise were success- 
ful it would require all of the telephone 
company’s surplus facilities and make 
necessary a large capital investment 
which, if the Wired Music venture sub- 
sequently became unsuccessful, would 
remain on the telephone company’s 
hands and become a burden on the 
profitable business of the company. To 
this objection Commissioner Van 
Namee, writing the opinion for the 
commission, stated : 


“The position taken by the telephone 
company that it does not desire to take 
the business of ‘Wired Music’ because it 
might be compelled to take more business 
than it could handle with its present fa- 
cilities is one which I have never known 
to have been raised by any public utility.” 
Wired Music v. New York Telephone Co. 
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A Municipality Is Prevented from Fixing Rates to Favor Its 
Own Competing Plant 


om months ago a Federal district 
court sitting in Montana held that 
a commission of that state could not in- 
terfere with a rate war between two 
competitive utilities which were battling 
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rates in doing so under such circum- 
stances made a vivid analogy between 
the instant situation and the right of a 
shipwrecked man to thrust his fellow- 
man into the sea where both were strug- 
gling for the possession of wreckage 
having buoyancy enough to support 
only one of them. 

More recently, a similar situation has 
arisen in Texas with added flavor due 
to the fact that one of the competing 
utilities was a municipal plant. It hap- 
pened in Seymour, Texas, a town of 
2,626 people. The patronage was about 
evenly divided between the private elec- 
tric plant and the municipal electric 
plant, with a slight advantage in favor 
of the latter. To offset this, however, 
the private plant had been operating on 
rates slightly lower than those of the 
municipal plant. In an effort to stifle 
the private competition, the municipal 
council, in the exercise of its rate-mak- 
ing powers, passed an ordinance requir- 


ing the private utility to fix its rates at 
the same level as those charged by the 
publicly owned plant. It seemed to be 
conceded by both parties that if this 
were done the private plant would lose 
most of its patronage. 

The private plant applied to the Fed- 
eral court for an injunction to restrain 
the enforcement of the ordinance. The 
court held that it was entitled to such 
an injunction and pointed out that or- 
dinarily an increase in rates would 
mean an increase in revenues, but that 
in this particular situation a compul- 
sory increase in rates would mean a 
loss of patronage by the private plant 
with a resultant reduction of gross rev- 
enues. The court held that the munic- 
ipality should not use its rate-making 
powers to deprive the private utility 
of its power to exist if it could do so 
under the lower rates. Texas Elec- 
tric Service Co. v. Seymour et al. Req- 
uisition No. 55742. 
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A State Supreme Court May Act as a Legislative Rather 
Than a Judicial Agency 


O’ recent years, one of the chief 
recommendations of those who 
claim that the Federal courts interfere 
with the operation of state regulation 
of public utilities has been to the ef- 
fect that no recourse should be allowed 
to the Federal courts from orders of 
state commissions by parties contesting 
the same, until the state courts of last 
resort have at least had a reasonable 
opportunity to pass upon the complaints. 
_A recent decision of the United States 

Circuit Court, sitting in Oklahoma, in- 
dicates that such a change might not 
always be possible because of limita- 
tions or peculiar duties imposed upon 
some state courts by their own legisla- 
tures or state Constitutions. 

The Oklahoma Supreme Court, for 
example, is given authority by the Con- 
stitution of that state to review an or- 
der of the state commission and to 
“prescribe a schedule of rates to be in 
force in lieu of the rates prescribed by 


the commission.” The Constitution 
specifically states: “In the exercise of 
this power on appeal, the court sits as 
a legislative body and exercises a legis- 
lative function.” 

When the Oklahoma commission 
fixed the rates of the Oklahoma Gas & 
Electric Company, an appeal was taken 
under this section to the state supreme 
court. There the commission’s order 
was affirmed. Subsequently, the utility 
sued in Federal district court for a de- 
cree to restrain its enforcement. The 
attorney general of Oklahoma, appear- 
ing for the commission, contended that 
the matter was res adjudicata. The 
Federal district court so held and dis- 
missed the bill. An appeal was taken 
to the Federal circuit court. There the 
company contended that the state su- 
preme court’s action was a legislative 
and not a judicial function, and that the 
judicial determination of the equities 
of the case did not commence until the 
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suit was instituted in the Federal courts. 
The superior Federal court sustained 
this contention and, reversing the de- 
cree of the Federal district court, or- 


e 


dered the cause to be remanded for a 
trial upon the merits of the complaint. 
Oklahoma Gas & Electric Co., et al. v. 
Wilson & Co., Inc., et al. No. 55983. 


Hotel Guests Protected from Excessive Telephone 
Charges in Wisconsin 


cOWWE are definitely committed to the 

policy that outside telephone serv- 
ice to and from a hotel is public utility 
service, the charges for which must be 
established as for any other utility service 
with due regard given to the cost of fur- 
nishing the service.” 

Such was the language of the Wis- 
consin commission in disposing of an 
application of certain hotels of Mil- 
waukee for an adjustment of the rates 
of the Wisconsin Telephone Company 
for hotel service, and a determination 
of a just division of such charges be- 


e 


tween the hotels and the telephone com- 
pany. The commission order provided 
that all hotels in cities of the first class 
which cater to transients and maintain 
telephone switchboard service for 
twenty-four hours each day, and a sta- 
tion in the room of each guest, should 
make a service charge of no more than 
2 cents on each outgoing call, instead 
of 10 cents per call as proposed by cer- 
tain of the hotels and by the telephone 
company itself. Re Wisconsin Tele- 
phone Co. 2-U-8. 


The Wisconsin Commission Moves to Oust Officials of Gas Utility 


HE Wisconsin commission has 

taken the occasion to exercise for 
the first time powers given to it by an 
act of the 1931 legislature by calling 
upon officers of the Peoples Gas Com- 
pany to appear and show cause why 
they should not be removed from office. 
The commission, in its order citing the 
various officers to appear and defend 
themselves, seems to resent the fact 
that in attempting to bring about a re- 
duction of gas rates in Marshfield, it 
has been unable to locate any official in 
Wisconsin with authority to act for the 
Peoples Gas Company. This company 
is controlled by the National Gas & 
Electric Corporation which, in turn, is 
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Statewide Electric Rates Defeated in Pennsylvania 


7. illness of Commissioner Emer- 
son L. Collins was the deciding 
factor in the defeat of a resolution in- 
troduced before the Pennsylvania com- 
mission by Commissioner George W. 
Woodruff, proposing the adoption of a 


controlled by the American Common- 
wealths Power Corporation. The com- 
mission in its opinion made the follow- 
ing statement : 

“Press reports indicate that the direc- 
tors of the holding companies have sent in 
their resignations and that receivers are 
in charge of the American Commonwealths 
Power Corporation. It seems not unlikely 
that pending reorganization of the various 
holding companies which are pyramided 
upon this Wisconsin utility, the Peoples 
Gas Company, and other local utilities, we 
will continue to find ourselves without any- 
one in authority in Wisconsin with whom 
we may deal and whom we can hold re- 
sponsible for the performance of public 
obligations. This is an intolerable situa- 
tion to which we have no intention of sub- 
mitting.” Re Peoples Gas Co. 


uniform schedule of reduced rates for 
electric service by all electric utilities 
operating in Pennsylvania. Two other 
commissioners, Frederick P. Gruenberg 
and J. W. Brown, voted with Commis- 
sioner Woodruff for the adoption of 
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